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INCORPORATED | ACCOUNTANTS’ HALL, 


VICTORIA EMBANKMENT, LONDON, W.C.2. 


The Society of Incorporated Accountants and Auditors 
(A.D. 1885). 


EXAMINATIONS. 


FINAL EXAMINATION will be held on May 2nd, 3rd and 4th, 1939, 
in the following subjects :—Advanced Accounting, including Accounts of Partners and Executors and Income Tax; 
Auditing and the General Duties of Professional Accountants including Income Tax ; Costing Accounts ; Statistical 
Methods ; General Knowledge in regard to Commerce and [Finance ; the Law relating to Joint Stock Companies 
and Bankruptcy ; Mercantile Law, including Vartnership Law ; the Powers and Duties of Liquidators, Trustees, 
Executors and Receivers ; and Economics. 


INTERMEDIATE EXAMINATION will be held on May 3rd and 4th, 1939, 
in the following subjects :—Book-keeping and Accounts, including Income Tax ; Book-keeping and Accounts, 
including Partnership and Executorship Accounts ; General Commercial Knowledge ; Cost Accounts ; Commercial 
Law ; the Powers and Duties of Liquidators, Trustees, Executors and Keceivers. 


PRELIMINARY EXAMINATION will be held on May ist and 2nd, 1939, 
in the following subjects :—ENGLIsuH, comprising : (4) One Paper on General Knowledge, including the main outlines 
of Modern English History from Norman leriod to the present time, and General Geography ; (6) An Essay ; (¢) 
General Questions testing knowledge and command of English and English Literature. ONE FOREIGN LANGUAGE, 
comprising : French, German, Spanish, or Latin (to be selected by the Candidate). MATHEMATICS comprisi0g 
Arithmetic, Algebra, and Geometry. (Candidates wishing to be examined in Spanish must give six weeks’ notice 
to the Secretary.) 

Candidates may be exempted from the Preliminary Examination on production of Certificates of having passed the 

:xaminations of certain approved bodies, a list of which can be had on application. 

The Examinations will be held at 
LONDON, MANCHESTER, CARDIFF, LEEDS, GLASGOW, DUBLIN, 
BELFAST, CAPE TOWN, JOHANNESBURG and DURBAN. 
Forms of application and all further information may be obtained of the Secretary. 
The last date for receiving applications is March 28th, 1939 


{ncorporated Accountants’ Hall, A. A, GARRETT, 
Victoria Embankment, London, W.C.?2, Secretary 


NOTE :—Complete sets of past Examination Papers may te obtained of the Secretary, price 1s. per sel, 
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The Share-Pushing Bill 

We confess to a lingering doubt about this Share- 
' Pushing Bill. Was it really necessary to regiment a 
very substantial proportion of those who quite 
legitimately have something to do with “ dealing 
in securities,”’ in order to catch the few who are 
rogues ? And, to be more particular, is it quite clear 
that the Bill does what the Government apparently 
intended it to do so far as the professional accountant 
isconcerned ? That is to say, is he unambiguously 
outside the Bill’s provisions if an ancillary part of 
his practice involves putting in touch with each other 
the man who wants funds for use in a private company 
and the man who has funds at his disposal? It is 
plain that we shall have to await the actual operation 
of the measure before knowing exactly how far the 
profession is affected by it. When at the Committee 
stage the Solicitor-General promised to allay reasonable 
apprehensions, there was a hope that appropriate 
amendments might place the professional accountant 
outside the Bill beyond any shadow of doubt. But 
m the event the Bill passed through the Report 
tage in the House of Commons without any changes 
of this nature being effected. It has now gone to 
the House of Lords, but the provisions which might 
‘ouch the professional accountant are unlikely to 
b modified in the upper House. During its last 
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stage in the House of Commons an amendment was 
made to the Bill leaving outside its provisions 
industrial and provident societies, municipal cor- 
porations, building societies and approved trustees 
or managers of unit trusts. An attempt by some 
members of Parliament to obtain a similar amend- 
ment for solicitors was not accepted by the Govern- 
ment. A new clause in the Bill requires a deposit of 
£500 from anybody who is granted a _ principal's 
licence, unless the Board of Trade are satisfied that 
the business of dealing in securities has been carried 
on by him since January | last and that such a 
deposit would cause him undue hardship. Another 
amendment provides that if the Registrar of Friendly 
Societies considers that an industrial and provident 
society registered before July 26, 1938, is acting 
dishonestly or extravagantly with members’ money, 
he may present to the Court a petition for the 
winding-up of the society. In the case of a society 
registered after July 26, 1938, which appears to the 
Registrar to be acting dishonestly or extravagantly, 
he can cancel the registry of the society. 

It is satisfactory to note that on a smaller point, 
to which we have previously drawn attention in 
ACCOUNTANCY, the position is now made clear. 
Before the Report stage, trustees who made an in- 

2* 


___5 
Z 7 


196 ACCOUNTANCY 


vitation or gave information to beneficiaries under 
a trust would have been excluded from the pro- 
visions prohibiting distribution of circulars, while 
their agents would not have been specifically ex- 
cluded in the same way. On the Report stage an 
amendment was made which extends the exclusion 
to the agents of trustees. 


The Balance of Payments 

The Board of Trade’s estimates of the balance 
of payments, as had been expected, show little 
change on the year. The improvement of £65 
million in the “visible balance’’ (merchandise 
trade and silver) proved sufficient to offset a decline 
in our “invisible exports,” such as our income 
from oversea investments and the earnings of 
our mercantile marine. The final deficit is placed 
at {55 million, but as the estimated adverse balance 
for the previous year has been raised from {52 
million to £56 million, the 1938 figure actually 
represents an improvement of {1 million. This 
favourable showing is only made possible, however, 
by the inclusion of silver, which alone accounts 
for an improvement of {£22 million. Whether 
this item ought really to be taken into account 
is questionable, as most of the silver which enters 
this country is not bought by United Kingdom 
nationals but remains in oversea ownership, being 
sent here merely for deposit. The Board of Trade 
itself points out that the net import of £10.5 million 
in 1937 represented Hong Kong silver sent here 
for safe keeping, the net export of over {11 million 
last year being due to its transfer to the United 
States. If silver is omitted, the adverse balance 
for 1937 would be only £45 million and that for 
1938 £66 million. Our shipping income is estimated 
to have dropped from £130 million to £100 million, 
chiefly on account of the decline in freight rates. 
The estimate of £200 million for our income from 
oversea investments agrees fairly closely with most 
private estimates, but these were based on a drop 
of £20 million from the Board’s figure of £220 million 
for 1937. As this figure has now been revised to 
£210 million, the decline of only 5 per cent. seems 
astonishingly small. The ‘‘ commissions ’’ item, 
which represents the earnings of the City in respect 
of insurance premiums, acceptance commissions, 
and so on, is again placed at £35 million, but the 
1937 figure has been revised upwards to {40 million. 
No credit is taken this year for “‘ miscellaneous ”’ 
receipts, largely on account of the decline in sales 
of second-hand ships abroad. 


Building Society Pooling Agreements— 

When Mrs. Borders earned for herself the nickname 
‘ the modern Portia,’ by conducting her own defence 
against the Bradford Third Equitable Benefit Building 
Society, she raised issues which went far beyond the 
mere question of whether there was or was not a valid 
mortgage deed on which she was in arrears with her 
payments. On that question Mr. Justice Bennett 
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decided in favour of Mrs. Borders because the building 
society were not able to prove that she had in fact 
executed the mortgage deed sued upon. But that, 
after all, was only a minor point in the case. Mrs. 
Borders had put in the defence that the building 
society, in taking collateral security from a firm of 
builders sufficient to bring their loan beyond the sum 
which they would otherwise be willing to advance, 
were acting ultra vires the Building Societies Acts and 
their own rules. This raised the whole issue of the 
so-called pooling agreements, under which builders 
give collateral security by way of a charge upon 
sums of money which they deposit with building 
societies. As a result of these agreements, the 
societies are able to advance as much as 90 per cent., 
or in some cases 95 per cent. of the purchase price of 
the house, instead of only 75 per cent., the usual 
advance. Mr. Justice Bennett decided that thougl, 
the building society, in advancing against this 
collateral security, were acting beyond their own 
rules, they were within the provisions of the Building 
Societies Acts. Therefore, Mrs. Borders’ plea that 
the Bradford Third Equitable Society had acted 
illegally, was held to have failed. The limitations 
of this judgment must be emphasised. It does not 
mean that if the collateral security represented an 
unduly large proportion of the total advance, the 
mortgage would necessarily be a valid one. Further, 
while the validity of pooling agreements has been 
vindicated, so far as a case brought by a purchaser 
of a house is concerned, these agreements will not, 
failing legislation, be definitely established as valid 
transactions unless a case between the actual parties 
to the agreement, that is to say, the building society 
and the builder—or, possibly, a case where a member 
of the building society sues on behalf of himself and 
all other members of the society—were heard, and 
resulted in the Courts deciding that the agreements 
were legally binding. So far, such a case has not 
been brought. 
—And New Legislation 

It is now announced, however, that the Goverm- 
ment will bring forward a Building Societies Bill. 
is expected that this Bill will regularise the position 
which has arisen as a result of the Borders case, 
though its provisions are not known at this stage. 
The Building Societies’ Association has issued a state- 
ment that the movement will support wholeheartedl 
any legislation which seems likely to strengthen the 
structure and organisation of building societies 
Every reasonable person will agree that so far as tht 
legal position remains uncertain, steps should b« 
taken to validate builders’ pooling agreements. Bit 
the Borders case has shown that instances may 4! 
where speculative builders in order to dispose © 
jerry-built houses employ selling methods which met™ 
only the deprecation of the societies with whom the 
builders have entered into agreements. For tht 
reason, and for the larger reason that amenditi 
legislation is long overdue—conditions have change 
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beyond measure since the last amending Act was 
passed in 1894--the Government’s proposals will be 
awaited with interest. In the circumstances, the 
private member’s Bill which has been introduced by 
Miss Ellen Wilkinson, M.P., the successful promoter 
of the recent Hire-Purchase Act, will no doubt 
proceed no further. This Bill seems to be mainly 
aimed at attaching liability to building societies when 
shoddy houses are purchased on their advances, but 
the Government is not likely to adopt this proposal, 
since it would clearly be inequitable to make the 
lender responsible for physical defects in the mort- 
gagor’s security. 


Abatement of Testamentary Annuities 

Frequently some particular problem, not having, 
so far as reported cases go, troubled the Courts for a 
considerable period, leads to a spate of decisions in a 
short space of time. There may be some good 
reason for this. We for our part are merely con- 
cerned to note the fact. Abatement of testamentary 
annuities is an instance—three decisions given on 
this subject last year were discussed and compared 
in our issue of November, 1938. Yet before the 
end of the year another case was before the Courts, 
that of In re Farmer; Nightingale v. Whybrow 
(1938 W.N. 411), where the facts were very similar 
to those in Jn re Nicholson, noted in November. 
The resemblance was however limited to the facts, 
since Mr. Justice Farwell in deciding the later case 
distinguished the earlier one. Shortly stated, these 
were the facts in Farmer’s case. A testatrix by her 
will, after giving a number of pecuniary legacies, 
bequeathed an annuity of £300 to X. She directed 
an appropriated fund to be set up to meet the annuity, 
and gave her executors power to resort to the capital 
of the fund should the income in any year prove 
insufficient. Subject to the payment of the annuity, 
the appropriated fund was to be held in trust for the 
brothers and sisters of the testatrix. Her estate 
was insufficient to meet the legacies in full and to 
set up the required fund, but if a valuation of the 
annuity were made, it would enable the pecuniary 
legacies to be paid in full and give X the value of the 
annuity. Mr. Justice Farwell in giving his decision 
ordered the annuity value to be paid to X, holding 
that, since the gift over to the brothers and sisters 
was “subject to” the payment of the annuity, there 
Was no need to preserve the fund for them. Coming 
back to Nicholson’s case, it may be observed that 
there the will directed that on the cesser of the 
annuity the fund “ or so much as shall not have been 
applied in payment of the said annuity ” should go 
to A. This being so, we may be tempted to regard 
the two cases as providing a distinction without a 
difference, but in view of the amounts of the annuities 
i question—{300 in Farmer’s case and £250 in 
Nicholson’s—the decision of Mr. Justice Farwell does 
at least have the merit of simplicity in that it avoids 
what might otherwise be a lengthy administration 
of a depleted fund, with its disproportionate costs, 
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while the legatee ultimately intended is not led to 
build up any false hopes. The practitioner, for his 
part, seems fairly safe in adopting valuation of the 
annuity and payment out of such value in practically 
every Case. 
Inclusion of Proposed Dividends in Balance 
Sheets 

It will be remembered that Mr. de Paula and 
Mr. Bertram Nelson engaged in a controversy in the 
October, 1938, issue of ACCOUNTANCY on the question 
of the inclusion of dividends in balance sheets. The 
published accounts of the Tobacco Securities Trust 
Company Limited for the last financial year of the 
company seem to establish a compromise between 
the warring camps. The proposed final dividend 
is not shown as a liability in the balance sheet 
and thus Mr. Nelson would presumably not object. 
But neither is all mention of the proposed dividend 
omitted from the accounts—-which goes at least 
some way towards satisfying Mr. de Paula. The 
half-way house favoured by the company consists 
of setting out in an indented note on the liabilities 
side of the balance sheet the amount of the final 
dividend and -the effect which payment of it would 
have on the carry-forward. Thus the effect of the 
payment of the dividend, if it is agreed by the 
annual meeting, is clearly set out for all to see, but 
it is not actually deducted from the carry-forward 
and the assumption is not made that the meeting 
must necessarily follow the directors in agreeing 
their recommended dividend. 

New Solicitors Bill 

The President of the Law Society at a special 
meeting held recently, said that the Society were 
proposing to introduce a new Solicitors Bill shortly. 
Under the terms of the Bill every solicitor who applied 
for an annual practising certificate would be required 
to make a personal declaration that he had complied 
with the Solicitors’ Accounts Rules and any false 
statement in such a declaration would render him 
liable to disciplinary action. Other clauses would 
provide for an extension of the Registrar’s powers to 
refuse the issue of a practising certificate, subject 
to appeal to the Master of Rolls, and would allow him 
to issue a certificate subject to conditions. These 
provisions would apply where a solicitor had failed to 
give a Satisfactory explanation of his conduct, in 
cases where he was required by the Council to do so ; 
where an order had been made for a writ of attach- 
ment ; where a solicitor had become bankrupt or had 
compounded with his creditors ; and where he had 
failed to satisfy a judgment given against him. In 
cases where the Law Society would have discretion 
to refuse to issue a practising certificate, they might 
prohibit the taking of an articled clerk, and they would 
be empowered to suspend existing articles. The Bill 
would also enable the Law Society to prohibit a 
solicitor from engaging an unqualified clerk who had 
been a party to the professional misconduct of a 
solicitor. 
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The Stock Exchange Legislates 


Sir John Simon's announcement on the financing 
of defence was so important that it overshadowed 
other news at the end of February. Nevertheless, the 
bulls of equity shares who as a result of the Chan- 
cellor’s statement disported themselves in the Stock 
Exchange during the closing days of the month, were 
also closely affected by another announcement, which 
did not receive the attention it deserved, though it 
came from the very centre of their activities. The 
General Purposes Committee of the Stock Exchange, 
in whose hands is vested the power to determine 
whether permission to deal in securities shall be 
granted or not, issued a statement setting out their 
views on certain conditions which have recently been 
imposed in granting the desired permission. Investors 
generally are involved in this step, and the account- 
ancy profession is particularly closely concerned 
with it. 

The terms of the announcement may be set out in 
full. Issued as a letter from the Secretary of the 
General Purposes Committee, the statement reads as 
follows : 

“ For some time past the Committee in granting per- 
mission to deal have endeavoured, without laying down 
any fixed rule, (1) to secure for preference shareholders 
adequate voting rights, and (2) to obtain undertakings 
from holding companies and companies which operate 
largely through subsidiaries that they will issue to their 
shareholders consolidated balance sheets and profit and 
loss accounts. 

The Committee are of opinion that it would be to the 
interests of the public that all those whose business it 
is to advise and assist in the flotation of new issues 
should be made aware of the views and intentions of 
‘the Committee on these two important subjects. 

(1) Voting Rights of Preference Shareholders 
The Committee do not consider it possible (or even 
desirable) to lay down any hard-and-fast rule as to 
what are adequate voting rights and cach case will 
be dealt with on its merits. As to the amount of votes, 
however, the Committee are of opinion that it should 
have some relation to the amount of the Company's 
capital which preference shareholders have  sub- 
scribed. 
(2) Consolidated Balance Sheets 
Where permission to deal is sought in the shares of 

a company which is either a holding company or 
conducts a substantial portion of its business through 
subsidiary companies, the Committee consider it 
desirable that a consolidated balance sheet and profit 
and loss account be made up and circulated to the 
shareholders. Except in cases where for special reasons 
such a course is shown to be undesirable, the Com- 
mittee will, in future, request an undertaking to this 
effect before granting permission to deal. 

The Committee do not doubt that they will continue 
to have that support and co-operation which they have 
always found so valuable in the past.” 


The Stock Exchange Committee aim to obtain for 
shareholders a larger measure of protection and more 


complete information in regard to their holdings, 
These aims are fully shared by the accountancy pro- 
fession, which can be relied upon to co-cperate whole- 
heartedly in measures which will contribute effectively 
towards their attainment. 

As we understand it, two main issues arise out of 
the Stock Exchange announcement. In the first 
place, there is the question whether the particular 
desiderata which are set up by the Stock Exchange 
will in fact ensure that the ultimate goal is reached. 
In the second place there is the question 
whether that goal should be more properly reached 
by a method other than that which has been adopted. 
The desiderata which the Stock Exchange have estab- 
lished are that the votes of preference shareholders 
‘should have some relation to the amount of the 
company’s capital which preference shareholders have 
subscribed,” and that in the case of holding companies 
consolidated balance sheets and profit and loss accounts 
should be issued, except where special reasons show 
this course to be undesirable. It is indisputable that 
there have been flagrant cases where preference share- 
holders have been denied any substantial rights in the 
affairs of the concern of which they are part-owners, 
and that, forbidden to vote and act until it is too late, 
they have frequently found themselves the victims of 
a reorganisation scheme which, in their eyes, is 
designed to prevent the equity shareholders bearing 
their just burden. It is clear, therefore, that there is 
need for some provision giving preference shareholders 
voting power before the stage when their dividends are 
in arrear. The condition laid down by the Stock 
Exchange with a view to ensuring this, is not precise. 
But that is inevitably the case, since it would be 
beyond the power of ingenuity to devise a formula 
which would meet all circumstances. And, while the 
preference shareholder is entitled to a voice in deciding 
his fate and his fortunes, it must not be overlooked 
that assumption by the equity shareholder of the 
burden caused by fluctuating returns in a company, 
means that he is entitled to the larger voting power. 
This aspect has not been neglected by the Stock 
Exchange Committee, and there is cause for satisfac- 
tion in the fact that the first part of their announce- 
ment leaves an element of elasticity which should 
prevent the injustices which have sometimes been 
meted out to preference shareholders being, in turn, 
the lot of the holders of the equity. 

The second part of the announcement is liable to 
cause greater conflict of view. As the debate which 
appeared in the last issue of ACCOUNTANCY shows, 
the obligatory issue of consolidated balance sheets and 
profit and loss accounts is by no means a matter which 
carries with it universal consent. The articles of 
Mr. Wincott and Mr. Stuart Cooper show that while 
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there is agreement that disclosure is something to be 
sought after, there is disagreement on the method to 
be adopted. The further article in this debate 
written by Mr. Hargreaves Parkinson and appearing 
below again shows that ends are different from means. 
Provided consolidated profit and loss accounts of a 
sufficiently detailed character are issued, Mr. Har- 
greaves Parkinson would deem his criterion of dis- 
closure satisfied. We do not intend to elaborate 
further the arguments for or against consolidated 
accounts as such, except to affirm our view that there 
exist cases where full consolidation as it is normally 
understood—that is, consolidation of balance sheets 
as well as profit and loss accounts—is not practicable. 
The caveat which has been entered by the Committee 
in the second part of their announcement is, therefore, 
to be welcomed. It amounts to an admission that 
full consolidation is sometimes impracticable. For 
this reason, perhaps, it was necessary that this part 
of the announcement should again have been vaguely 
worded. But the vagueness of the wording will raise 
in the mind of the professional accountant a query 
on the precise significance of “ holding company ”’ and 
“subsidiary company ” as the Committee have used 
theseterms. The professional accountant will wonder 
whether the lack of precise definitions of these con- 
cepts suggests that the major difficulty of evaluating 
aholding company’s interest in its subsidiary company 
may not have been adequately appreciated. He will 
wonder whether due regard has been paid to the fact 
that the evaluation of assets in a subsidiary company 
when a controlling interest in that company is acquired 
by another, is frequently a notional basis of evalua- 
tion, and in any case does not conform to the legal 
position that the holding company owns shares of its 
subsidiary, but does not own its assets. He may 
not be so disturbed at the necessity of altering 
accounting periods of subsidiary and sub-subsidiary 
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companies, in order to make consolidation possible, 
but he will remain diffident at amalgamating accounts 
which may be expressed in a number of different cur- 
rencies, in many of which there is only a freak market 
and a freak quotation. It would, in our view, be a 
matter of satisfaction for the accountancy profession 
if the caveat in this part of the Stock Exchange state- 
ment were to be made more explicit, for we feel that 
exceptions to the general rule which the Committee 
lay down will necessarily be more frequent and more 
important than is believed to be the case by most 
commentators. 

Mention of these exceptions leads to the second 
main issue raised by the announcement. The Stock 
Exchange is an institution for which the accountancy 
profession has great admiration. Its management is 
undoubtedly efficient and far-sighted, and one of its 
greatest concerns is to protect the investor who buys 
or sells securities on its markets. But where there is 
no appeal against the decision of a Committee, there 
may be the possibility of a verdict which attaches 
insufficient weight to circumstances of over-riding 
importance. And where the matter to be adjudicated 
upon is an accounting matter it may be that only 
practical experience of the accounting technicalities 
involved can ensure that all the relevant facts in any 
given case are brought under review. Further, there 
are many in the accountancy profession who, though 
anxious for company law reform, consider that 
remedying the defects of law is a matter for the 
legislature, and that a public institution, through 
which investors are practically obliged to transact 
their business, should not place major restrictions 
upon that business which Parliament has not yet 
decided to enforce. An attempt to legislate by regula- 
tion instead of by the established Parliamentary 
machinery is open to an objection of principle, even 
if motives are of the highest. 


Company Accounts—The Case for Disclosure 


By HARGREAVES PARKINSON (Editor-in-Chief, ‘* The Financial News,’’) 


_ The. Editor. of Accountancy who asked me to 
intervene in the gladiatorial debate between Mr. H. E. 
Wincott and Mr. Stuart R. Cooper a month ago, has 
left me with a harder task than that of Paris. Are 
consolidated accounts indispensable or merely mis- 
leading to shareholders? I am tempted to follow the 
precedent set by the Dodo who, after the Caucus- 
race, declared that everybody had won and all must 
liave prizes. The articles of these two able and well- 
informed writers leave me with the impression that 
the chief difference between them is one of fig leaves. 
Mr. Wincott will have nothing but the naked truth ; 
t'seems to me that Mr. Cooper thinks that a veil or 
‘Wo would be more discreet. Both, however, are 


agreed that in many company reports published 
to-day the goddess is greatly over-dressed. 

Since Mr. Wincott wrote his article, his views have 
obtained a large measure of corroboration in an in- 
fluential quarter; for the Committee for General 
Purposes of the Stock Exchange has publicly laid 
down the rule that where permission to deal is sought 
in the shares of a company which is either a holding 
company or conducts a substantial portion of its 
business through subsidiary companies, it is desirable 
that a consolidated balance-sheet and profit and loss 
account be made up and circulated to the share- 
holders. In cases where such a course can be shown 
to be undesirable, the Committee will not grant per- 
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mission to deal before an undertaking to that eflect 
has been produced. It is known that the Committee, 
with a due sense of its responsibilities, has been 
closely considering this matter for a prolonged 
period and its final decision was conceived in the 
light of its responsibilities to investors as a class. 
The Committee’s discretion is “ uncontrolled and 
” and it never publicly gives reasons 
for its decisions. Without lése-majesté, however, one 
may shrewdly surmise that the Committee felt that 
if it waited for a united voice from the accounting 
profession, its decision would be postponed to the 
Greek Kalends. 

In places where sea captains congregate, the con- 
versation is said to run chiefly on marine insurance 
matters. Similarly, when accountants forgather to 
talk “ shop” the question of goodwill and the valua- 
tion of capital assets always emerges. Mr. Cooper's 
article on consolidated accounts is no exception in 
this respect ; for one of the main reasons why he 
plumps for partial instead of total consolidation is the 
difficulty of combining diverse capital assets (some of 
which may include a goodwill element) into any 
global figure. Other technical difficulties, such as 
the bringing in of amounts from overseas expressed, 
possibly, in aski marks, blocked yen, or a claim on 
the Anglo-Italian clearing, would not seem to present 
insuperable obstacles to consolidation, since Mr. 
Cooper believes that a statement giving particulars 
of the consolidated earnings of a combine, together 
with a statement of the excess of current assets over 
current liabilities, should be readily available in every 
case. To his surprise, probably, I should be prepared 
to take him at his word, and, provided the statement 
of consolidated earnings was really comprehensive, 
to the third and fourth generation of sub-subsidiary 
companies, to accept it on behalf of the whole body 
of investors and let the capital figures look after 
themselves. 

The reason for this judgment can be succinctly 
stated. To-day there is steadily growing recognition 
of the fact that for investors, earnings are security 
and security earnings. That is all they know on 
earth, and all they need to know. The investor is 
not a chief accountant or an auditor, or a director 
concerned with the layout and management of a 
company’s internal finances, to the last detail. He is 
not an income-tax inspector, calculating a wear and 
tear allowance on the basis of a fair monetary valua- 
tion of a fixed asset. He is the expectant recipient 
of an income from a potentially perpetual trading 
corporation, and his primary concern is with the 
corporation’s earning power, present and prospective. 
The Stock Exchange price of his share will be deter- 
_mined at any given moment, partly by the market’s 
_ appraisal of this factor and partly by the general 
level of interest rates. The standpoint from which 


uncontrollable, 


the investor, as such, approaches all questions as to 
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the deductions which ought to be made from gros 
profits before striking the balance available for divi. 
dends, is identical in all cases. How far should 4 
given deduction be effected, or a reserve set up, i 
order to ensure that earning power will be maintained: 
From his viewpoint, for example, the vexed question 
of adequate depreciation has a ready answer. Thar 
a company should have set aside sufficient resource, 
to replace the original monetary cost of an asset by 
the time its earning power is reduced to nil, is not, 
in itself, a matter of interest to the investor. Hi 
requirement for depreciation is that it should be 
sufficient completely to replace the asset’s earning 
power. 

To those whom choice or necessity has charged 
with the responsible task of advising investors about 
their holdings, this concept of the all-importance o| 
earning power seems like the silver thread whicl 
brought Homer’s hero safely through many miles of 
labyrinthine passages. For my own part, I declare 
without hesitation that if for every group and con- 
stellation of holding, subsidiary and sub-subsidiar 
companies, I could have an unbroken sequence o/ 
several years’ really detailed consolidated earnings 
and appropriations figures, I should be fully prepared 
to assume the liability of advising a long-term in- 
vestor for or against the purchase and holding o! 
the group’s publicly issued shares, with the conviction 
that any loss which the investor might suffer as i 
result of taking my advice would be due, at least, 
not to any lacune in the data but to imperfection: 
in my own knowledge and judgment, or to great 
economic changes affecting entire nations and indus- 
tries and beyond human foresight. 


I should make it clear, however, that by “ really 
detailed . . . figures,’ 1 mean a very great deal. | 
should certainly not be content with a single figure 
giving the ‘net balance” of the group from all 
sources. I should require the separate specification o! 
earnings under a large number of headings, particu- 
larly distinguishing profits from trading (in various 
branches if the combine or any part of it is “ hor 
zontal ’’), and non-trading sources, and_ between 
profits of a recurrent and non-recurrent kind—all 
broken up under a large number of sub-headings. 
And, equally important, I should insist on having 
gross trading profits—in the widest sense of the term, 
even as far back as the original turnover figures 
together with every separate deduction, of sufficient 
importance to be relevant, that was made before 
arriving at the final figure of divisible net profits. 
Here, I should expect the whole accounting profession 
to rise up against me as one man—and not be in the 
least dismayed. That an investor should have reliable 
figures of the trend of each of the main sources of # 
group’s earnings, over a period sufficiently considerable 
to allow of the application of recognised statistical 
tests, seems so obvious that, thus stated in general 
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terms, it is difficult to see how it can be denied. 
And if the trend of earnings is the sole basis of true 
investment judgment, then awareness of every main 
deduction made between gross trading profit and net 
divisible profit finds its justification, not in financial 
ethics or the law, but in pure mathematics. Apart 
from the fact that the adequacy or otherwise of each 
deduction is a matter which governs the reliability 
of every final profits figure, the point is that where 
a residual figure (‘net profits’’) represents an 
arithmetical difference between two large aggregates 
(“gross trading profits,” and “‘expenses, reserves, etc.”’) 
inequality in the relative movement of the two will 
tend to cause exaggerated movement in the final result. 

Let us put the matter in simple words. If 
a company has gross trading profits in year A. of 
(500,000, and total expenses and charges of £400,000, 
its net profits are £100,000. Suppose, however, that 
in year B. owing to trade depression, its gross profits 
fall by 10 per cent., that is, to £450,000. Only a 
proportion of its expenses varies with the volume of 
its business, the remainder being in the nature of 
overhead charges which are insusceptible to much 
modification over a short period. Suppose then that 
total expenses, etc., fall by only 23 per cent., that 
is from £400,000 to £390,000. The total drop in net 
profits will be from £100,000 to £60,000. In other 
words, a fall of 10 per cent. in trading income will 
be equivalent to a drop of 40 per cent. in profits 
available for distribution to shareholders. The in- 
vestor who is merely informed that “ net profits have 
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fallen from £100,000 to £60,000" clearly lacks a 
mathematical yard-stick which is essential to a 
knowledge of the dynamic qualities of his share. If 
gross earnings, in fact, had been £150,000 and total 
deductions £50,000 in year A., the effect of a given 
lise or fall in trading income would have been entirely 
different. 

Put in its broadest terms, therefore, the problem 
of disclosure seems to resolve itself primarily into a 
question of the publication of adequate figures of 
true earning power. The test of adequacy is a 
sufficiency of data to permit of a sound judgment 
(a) on the trend of each class of gross receipt of a 
whole group ; (8) the relevance of each of the major 
classes of deduction made for expenses, realised or 
reasonably expected, and (c) the mathematical re- 
lationship of movements in the one to movements in 
the other, of which net profits are the resultant. 
The accounting work involved may be laborious and 
protracted, but the element of estimation involved 
is no more than the sum of all the inevitable operations 
involving estimation in the course of preparation of 
the original accounts of the group’s companies. 
Conceivably something would be given away to 
competitive companies and groups by such publica- 
tion. But I should like to see a substantially and 
efficiently run group in a competitive industry come 
forward as a pioneer of disclosure on these ample 
lines, and to observe how soon its name appeared 
in the Carey Street list. My prophecy would be — 
never. 


Gilt-Edged Investment—A New Technique 


[By a Correspondent] 


We propose in this article to outline a technique 
or determining the most appropriate times at which 
witches should be made if advantage is to be taken 
if temporary divergences and maladjustments in the 
prices of British Government stocks. 

It has usually been regarded as the chief object of 
i active policy of gilt-edged investment to hedge 
‘gainst movements in interest rates ; to anticipate, 
in other words, the general trend of prices and by 
‘witching between longer and shorter dated stocks to 
merase capital gains arising from any downward 
movement in interest rates or to diminish losses 
ising from any upward movement. Such general 
ends may be of a major long-term character lasting 
‘number of years, such as the historic fall in the 
hineties of last century, or, nearer to our own day, 
the recovery initiated by the War Loan conversion 
a 1932. Alternatively, they may be of much shorter 
duration, lasting pethaps little more than six months ; 
‘ch movements being superimposed on the longer 
‘end, and sometimes running counter to it. Recent 


examples have been the steep fall which took place 
in the first half of 1937, the almost equally sharp 
recovery in the second half of the same year, and, 
finally, the steady decline which began early in July, 
1938, and which still continues. Whether the trend 
he short- or long-term, a successful anticipation both 
of its general direction and of its differential effect 
on various classes of securities is essential for profit 
to result from switching operations. Action must 
therefore be based on a general analysis of the econo- 
mic and political factors affecting Government credit 
and (by the same token) interest rates ; that is, on 
taking a definite “‘ view "’ with regard to the move- 
ment of prices one way or the other. 

We can, however, regard the role of switching 
from a much more limited angle. Whatever may be 
the trend of interest rates and hence of gilt-edged in 
general, we may put it forward as a basic hypothesis 
that the prices of different stocks suitaliy grouped in 
pairs will maintain a fairly close and constant relation- 
ship over a sufficiently long period of time for advant- 
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age to be taken of this fact. The chief requirement 
is that fairly similar stocks be compared; that is, 
chiefly, stocks which do not differ too widely in their 
ultimate redemption dates. For, otherwise, a long- 
term movement in interest rates will lead to a growing 
discrepancy in their prices with no tendency for any 
correction to the previous level. If our basic assump- 
tion is correct, therefore, and these rough average 
relationships are determined by experiment, we have 
at once an instrument which informs us when any 
two stocks are out of line and which should be bought 
or sold in anticipation of a reversion to normal 
conditions. 

In practice the heterogeneous nature of the existing 
group of Government securities limits, more than 
might at first sight appear, the number of pairs which 
satisfy the fundamental requirements of a fairly 
constant price relationship. The very short-dated 
stocks are quite unsuitable ; the irredeemables may 
be compared inter se, but only occasionally with some 
of the long-dated stocks. But the group of medium 
and long-dated issues, which fortunately constitutes 
the bulk of the Government list, has been found to 
lend itself most appropriately to this method of 
approach. In order to discover what actual price 
relations exist between different pairs of stocks, we 
calculate daily the spread or difference in price between 
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them and plot the results in graph form. From 
closing market prices accrued interest to date js 
subtracted, so that varying dividend dates and 
ex-dividend quotations do not complicate the issue. 
In this way we obtain a picture which gives the 
relationship between two stocks clearly expressed in 
movements of a single line. Lower on this page, 
examples of results achieved for two pairs of stocks 
are shown; the first shows movements in the price 
margin of Conversion 3 per cent. over Funding 2} per 
cent., and the second movements in the price margin 
of Funding 3 per cent. over Funding 2? per cent, 
during the first half of 1938. This period is chosen 
in preference to the second half-year since for a long 
time between July and December markets were 
disturbed by extreme crisis fluctuations, and though 
several of the “ normal”’ price swings occurred, the 
technique is illustrated more clearly in the first half 
of the year. 

In general, it will be seen, the price spread in both 
cases moves regularly around a_ horizontal line 
representing roughly the average difference between 
the two stocks. In each case, further, there is no 
tendency for the margin to widen or narrow pro- 
gressively. Thus for Conversion 3 per cent. and 
Funding 2} per cent. the average is obviously 11} 
points ; for Funding 3 per cent. and Funding 23 per 
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cent. it is one-and-a-half points. Around these lines 
fluctuations in the margin amounting to between one 
and one-and-a-half points occur with some frequency. 
On the assumption that a profit of one point gross 
(before commission) represents a satisfactory return 
on a switch of this character, two horizontal ‘‘ switch 
lines”’ have been drawn on the graphs about one 
point apart, or half a point from the average price 
difference between each pair of stocks. (If a larger 
gain is required, the lines will be set further apart, 
but the number of opportunities for exchanging will 
be correspondingly reduced.) These lines mark out 
the limits of fluctuations in the price margin outside 
of which it is justifiable to exchange the two stocks 
in question. The fluctuations may arise through 
special factors affecting one stock more than the 
other, a result of temporary variations in the demand 
for, or supply of, different issues on the market ; 
or it may be a short-term divergence in the rate at 
which the two stocks are rising or falling during a 
major trend period of the kind already discussed. 


Whatever the reason, when the neutral zone has 
been marked out we can easily determine when price 
margins have reached a position at which they are 
unlikely to widen or narrow much further and when 
a movement in the opposite direction might be 
expected. At such positions the two stocks should be 
exchanged in the manner shown in our two illustra- 
tions, and the stock bought, held until the margin 
moves to the corresponding switch line a point above 
or below. During the interval various actual price 
movements in the two issues may occur. They may 
both go up, the stock held rising by a point more than 
the stock sold ; or they may both go down, but the 
first by a point less than the second. In this case 
the point “ gain’”’ is a loss avoided. Or one may 
have a combination of capital gain and capital loss 
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avoided in varying proportions. But whatever the 
precise nature of the result the net effect is approxi- 
mately a one-point gain, gross, on any switch made, 


Such in brief outline is the technique proposed. 
In practice there are modifications which must be 
made for some pairs of stocks; but generally the 
basic principles are unchanged. What, then, can 
be claimed for the method ? First, it is to a consider- 
able extent automatic. It is, admittedly, based on a 
detailed study of the actual price relationships between 
different stocks. But once normal or average mar- 
gins have been ascertained, it is possible to switch 
without concern as to the actual movement of prices ; 
no “‘ view” need be taken other than that one stock 
is temporarily over-valued, and should be sold, and 
the other under-valued and should be bought. This 
does not, however, exclude a policy of switching on 
orthodox lines, based on taking a definite “‘ view,” 
since the technique is applicable to most British 
Government stocks, other than the shortest. But 
it can be used as a substitute for such a policy. 
Though prospective gains are smaller in individual 
instances, they are in the first place, less hazardous 
and, in the second place, so numerous that cumula- 
tively they may amount to more than profits made 
over a large number of years from even a most 
successful hedge against movements in the rate of 
interest. For example, it can confidently be claimed 
that profits from switches among seven or eight dated 
Government stocks might easily have been more than 
sufficient to offset the capital loss on a representative 
holding of gilt-edged securities during the whole of 
1938. For private and for institutional investors 
the case for a broadening of investment policy to 
include active hedging against short-term price 
maladjustments appears at least worthy of considera- 
tion. 


Insurance 


By VICTOR DOVER (Secretary, Insurance Institute of London) 


[We have pleasure in publishing this article by Mr. 
Victor Dover. It must not be assumed, however, that we 
are of the view that the Government's compensation 
scheme is an adequate one.—Editor, ACCOUNTANCY. | 


Just a year ago Sir William Palin Elderton, then 
chairman of the British Insurance Association, speak- 
ing in effect on behalf of the insurance market as a 
whole, delivered an address which he entitled ‘“‘ The 
Impossibility of War Risks Insurance.” The selec- 
tion of such a caption, uncompromising in its terms, 
by one in the position to speak with the weight of 
4 great authority behind him gave rise to a pro- 
hounced feeling of shock among many owners of 
Property. Sir William’s primary object was to 
Present a concise statement of the reasons why non- 
marine insurers were unwilling and unable to embark 


upon a field of “‘ insurance,” which in fact they had 
always avoided because of its speculative character 
and to remove the misapprehension that at a time 
when the public most needed protection insurers were 
refusing to offer it. 


Perhaps confusion had been created in the public 
mind by the willingness of marine underwriters to 
accept war risks insurance on goods in transit on the 
high seas. Until recent years, this readiness to 
assume—in return for appropriate premiums—a risk 
the incidence of which no man could compute, did 
indeed extend throughout the whole period of transit, 
that is, from warehouse to warehouse. But the con- 
ditions under which modern war is waged brought 
home even to marine insurers the extent of the liabili- 
ties they might be called upon to face through 
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accumulations of risks in docks, in transit warehouses 
and at other places where concentrations might occur 

places which would naturally be the subject of 
sustained aerial attack in time of war. Consequently, 
the “ waterborne agreement ” was adopted, and this 
in effect obtained international support. In essence, 
this agreement restricted the offer of war risks cover 
to merchants to the actual period while goods were 
in the ship, apart from a limited time protection at 
any port of transhipment. At the same time, non- 
marine insurers made it quite clear that in no circums 
stances were they willing to provide war risks cover. 

That insurers have been justified in their action no 
reasonable man questions, for it would be iniquitous 
to hazard funds accumulated over the years to safe- 
guard policy-holders in marine, fire, life and accident 
branches in transactions so speculative and so 
potentially catastrophic as those which involve war 
contingencies. It is conceivable that the destruction 
due to a war carried out ruthlessly under modern 
conditions might be so great that all the funds in 
the hands of insurers would be inadequate to make 
it good. In these circumstances, the question may 
be asked as to why marine underwriters were willing 
to remain in the war risks market, even to a limited 
extent. The answer is twofold. Insurers recognise 
their social obligations and do their best to serve 
the community. In the absence of any form of war 
risks protection for essential commodities in transit, 
overseas trade would stagnate and the national 
economy would suffer. The effect of the waterborne 
agreement limited accumulations of risk and ensured 
a reasonable spread of hazard. With such restrictions 
the subject was brought within the field of legitimate 
insurance. It must be admitted that the agreement 
represented no more than a compromise. It solved 
no general problem. Moreover, it was accepted that 
the shipper was left without protection at the time 
when in the event of war he might most need it. 
But insurers had gone as far as they could and the 
rest was a matter for the State. 

To assume that the Government had been in- 
different to the needs of property owners would be 
quite wrong. The problems of possible war damage, 
of the responsibility for making it good and of 
providing a system of indemnity were under constant 
review. The steps taken by other countries to meet 
the position were closely watched. Representations 
made by responsible bodies were given the most 
careful consideration. Constant contact with insur- 
ance interests was maintained. Reports were 
examined of the effect on property of hostilities in 
Spain and elsewhere. In other words, the Govern- 
ment was fully conscious of its obligations, but 
desired to ensure that any action it might decide to 
‘take should be based upon as complete an under- 
standing as possible of all the complicated issues 
involved. It was necessary to discover whether the 
problem could be met in any way on an insurance 
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basis, that is, by meeting the losses, should they 
occur, from a fund built up on a premium basis. 
And if so, to what extent it would be reasonable tu 
enlist the co-operation of existing insurance institu- 
tions. At once, it became obvious that the war risks 
problem was of two kinds, namely, (1) the contingency 
risk in time of peace ; and (2) the immediate problem 
of providing indemnities should an emergency arise. 
It was clear that trade, industry and property could 
not be expected in time of peace to provide a fund 
by premium contributions which would be adequate 
to meet every possibility. There would, moreover, 
be the investment difficulty, for such a fund if created 
would probably depreciate tremendously on_ the 
outbreak of hostilities, and in any case be difficult 
to realise. Further, the payment of premiums would 
give the assured a moral right to immediate replace- 
ment, whereas in time of national emergency first 
things must come first and it would disturb the 
national effort if those whose property had sustained 
war damage had the right to expect reinstatement 
thereof forthwith. On the other hand, war is a 
matter in which the community as a whole is in- 
volved and the idea that loss or damage due thereto 
should be the subject of a common sacrifice is one 
which commends itself to most of those who have 
given the subject careful thought. Such considerations 
as these, among others, demanded caution on the 
part of the Government in framing any scheme for 
war indemnities. Legislation is to be _ intro- 
duced at the earliest possible moment. The whole 
subject is to be most comprehensively dealt with 
and on a basis which as far as can be seen at the 
moment is equitable. 

There is advantage in examining the Chancellor's 
statement under various headings. In his preamble, 
Sir John affirmed that he would indicate what were 
the intentions of the Government on the subject of 
compensation from public funds in respect of loss or 
injury caused to persons or property in this country 
arising from enemy action, such as bombardment 
from the air or from the sea, or from counter-action 
taken against such attacks. He stated quite clearly 
that the general principle which had been accepted 
was that such loss or injury ought not to be con- 
sidered merely the concern of those who suffered it, 
but should be regarded as falling on the community 
as a whole. The scheme, as such, is essentially 4 
Government one, and the State is to accept full 
responsibility for it. 

(a) Civilians. Compensation for death or injury 
will be based upon that payable to a private soldier 
recruited for the same hostilities and will be subject 
to the same conditions; dependents will be corre- 
spondingly treated. No premium will be payable. 

(b) Personnel of the Mercantile Marine. Compensa- 
tion for death or injury will be as if the person held 
equivalent rank in the Royal Navy. No premium 
will be payable. 


Cis Pe 
= 
| 
{ 
I 
r 
ir 
el 
lit 
of 
30 
tie 
of 
of 
Wi 
wr 
agl 
| COr 
ver 
be 
of t 
com 
mai 
The 
writ 
essel 
puls 
will 
in p 
time 
tles 
case 
nomi 
(f) 
above 
devisy 
the d 
10 suc 
the ¢¢ 
only 
Out wi 
egisla 
ither 
tion W 
(g) 
ment, ¢ 
Drobley 


March, 1939 


(c) British Ships (Hulls). The scheme will operate 
on identical lines through existing ‘‘ mutual clubs ”’ 
as during the war of 1914 to 1918, that is, the clubs 
will administer the scheme, will fix values in accor- 
dance with the terms of an agreement and will accept 
the entire risk on the basis of such values, but will 
reinsure with the Government 80 per cent. of the 
value hazarded on each vessel. The reinsurance will 
be without premium for voyages current when an 
emergency arises, but thereafter will be subject to 
payment of premium. 


(d) Cargo in Transit by Sea. Insurance will be 
ofiered through existing market units, that is, by 
Lloyd’s and the insurance companies. The insurers 
will form a pool, and the pool will reinsure the risks 
of King’s Enemies with the Government. This is in 
efiect an arrangement by which the losses to be borne 
by ordinary insurers will be limited, the excess liabi- 
lities being assumed by the Government. This part 
of the scheme is to be put into effect in peace time 
yw that there shall be no check on trade in commodi- 
ties, a stock of which would be essential to the security 
of the State in time of war. Similar facilities would, 
of course, be available during war time. Premiums 
will be payable, apparently to be assessed by under- 
writers on a normal insurance basis. The waterborne 
agreement is to be adjusted as far as this country is 
concerned and transit from ship to shore and vice 
vwrsa is to be provided for. 


(e) Stocks on Land. A distinction is apparently to 
be drawn between commodities which in the opinion 
of the Board of Trade are essential to the life of the 
community in time of war (including action for the 
maintenance of the export trade), and other stocks. 
The fire insurance companies and Lloyd’s under- 
writers are to operate a scheme for the insurance of 
essentials. In war time this insurance will be com- 
pulsory. Compensation for loss or damage to stocks 
will be paid immediately. No premium will be paid 
in peace time, but premiums will be chargeable in 
me of war. It is to be assumed that excess liabili- 
ties will be reinsured with the Government, as in the 
case of cargo transit war risks. In peace time, a 
minal fee will be paid for registration. 


(f) Retailers’ and other Stocks not covered by (e) 
ive. No specific arrangements have yet been 
ievised, owing to the complexity of the problem and 
the diversity of interests involved. Loss or damage 
‘osuch stocks will, however, be covered, but whether 
the compensation will be paid forthwith or at the 
iclusion of hostilities remains an open question, 
‘ut will undoubtedly be dealt with in the contemplated 
éislation, In many instances, and in fairness to 
ther property owners, it is probable that compensa- 
‘on will be withheld until the end of the emergency. 

\s) Private Property—Buildings, furniture, equip- 
"ent, and the like. This category is the crux of the 
moblem. Sir John Simon made it clear that the 
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Government had accepted the view that a system of 
insurance would be inappropriate to deal with this 
aspect of the problem, for he said that there was 
the insuperable difficulty that no possible basis of 
scientific calculation existed. The matter was there- 
fore one for State indemnities solely. If the damage 
in the aggregate were slight, no doubt a fund could 
be built up to make it good from premium contri- 
butions, but there would be real difficulties in the 
management of such a fund. It does not need 
stressing that this view is shared unanimously by 
insurers. On the other hand, were the damage to 
be heavy and prolonged, the fund might prove 
absloutely inadequate, and to avoid this risk premiums 
would need to be raised to so high a figure that it 
would not be generally acceptable and would not be 
suitable for compulsory and universal collection. The 
risk, in fact, is not an insurable proposition. The 
Government could not commit the community to a 
liability so vague and so indeterminable, though the 
principle must still be admitted that those who 
suffer cannot be expected to bear the loss unaided. 
But it is not possible to guarantee any basis of com- 
pensation. Contributions to make good such loss 
and damage must be assessed not on the ability of 
the country to pay at the commencement of hostili- 
ties, but on its financial position when the war is 
over. Subject to this, the scale of compensation 
should be on the highest possible basis. Damage 
would be assessed as soon as possible after it might 
occur, but compensation could not be payable until 
the total losses were known at the end of the conflict. 

Let it be admitted that property owners would 
have been better satisfied had they been given some 
more definite promise regarding the measure of 
indemnity, but by refusing to do this Sir John Simon 
has proved himself a realist. It would be quite un- 
reasonable to expect any Government to go further. 
In fact, a Government would be failing in its duty 
were it to do so, for it would be making premises it 
would know quite well it might be impossible to fulfil. 
It is this part of the scheme which has been the 
subject of such criticism as has arisen of the Chan- 
cellor’s statement, but how can _property-owners 
expect any Government to go further than to under- 
take that such losses shall in principle be regarded 
as community losses ? 

One thing which apparently may be deduced from 
the statement is that the basis of the indemnity will 
be on values immediately after the loss. Whether 
this should be so when compensation will be withheld 
until a time when quite different values may obtain 
is open to question and will no doubt receive the 
attention of Parliament when the Bill is debated. 
But for this at least property-owners should be 
thankful: the previous uncertainty has now been 
removed and they do know that they will not be left 
entirely to bear the casual incidence of war damage 
should they be numbered among the unfortunate. 
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PAYING FOR DEFENCE 


Five hundred and eighty million pounds in the 
next fiscal year is the measure of Britain’s rearma- 
ment expenditure. It is a staggering total. It 
represents £66,000 for every hour of the year. It 
is almost eight times the cost of defence in 1913 
and would be sufficient to meet the whole Budget 
of that year nearly three times over. It is a much 
larger total than was anticipated even in recent 
months when the international situation was most 
serious. How do the Government propose to meet 
this miles-long bill ? 

There is one thing about which there is a con- 
sensus of agreement—that it was a wise decision 
which caused the Government to announce that 
for next year at least the whole of the 
increase in the cost of defence would be met out 
cf loans. As we stressed in these columns at the 
beginning of the year, any appreciable rise in 
taxation at this stage would be calculated to have 
most untoward effects. It would be a grappling-iron 
on enterprise at a time when business expansion is a 
vital necessity. It would be a depressing factor 
just at the moment when indications point to an 
upward movement in the economy. With the state 
of industry as it is to-day we have reached the 
point at which a further direct levy on business 
would hardly be tolerable and where an increase 
in indirect taxation would be a retrograde step, 
economically and socially. We may take it that 
all this has been appreciated by the Chancellor. 
The fact that in 1939-40 he will borrow at least 
£350 million means that he will rely on taxation 
to raise only £230 million in order to meet the 
rearmament bill. In the current fiscal year no 
less than {274 million of the bill will be met from 
taxation. There will, therefore, be no severe taxa- 
tion imposed in the next Budget—and for this large 
mercy we may be thankful. The borrowings of 
£350 million in the next fiscal year are part of the 
total amount of £800 million, the new limit of loan 
expenditure on defence—a limit which the Govern- 
ment has substituted for the £400 million which 
was previously laid down. 
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Obviously the Government cannot, and will not, 
hope to raise the whole of the next fiscal year's 
borrowings in the long-term market. It is clear 
for all to see that the market could not bear the 
strain of any such demand upon it without serious 
repercussions. The country’s annual savings are 
estimated at very little more than the amount which 
the Government will require to borrow in 1939-40, 
The banks, into whose holdings the major part of 
any long-term debt must flow, will not in present 
circumstances take up further investments. Fur- 
ther, as much Government support as _ possible 
must be given to the price level of gilt-edge securities, 
because that level determines long-term money 
rates and is therefore a factor influencing not only 
the state of industry and trade but also the cost 
of the service on new national debt. But the method 
of approach is plain. The money market possesses 
a plethora of funds. If part of the debt is floated 
by way of Treasury bills, which would be easily 
absorbed by the banking system and the money 
market, it would be possible for the banks on the 
basis of the liquid assets thus acquired to expand their 
investments. Probably a minimum of £120 million 
of Treasury bills could be injected into the financial 
system in this way and would allow the banks to 
take up at least £50 million of longer term securities 
with ease. If one-half of the sum required were thus 
accounted for, the other half could be raised by 
public issue without extreme difficulty. 

We have little doubt that this is the method 
that will be adopted during the coming year. The 
injection of credit which this method would involve 
is not to be deprecated. We have got to have 
rearmament and we have got to pay for it. It 
would be unwise in the extreme to emulate 
Gladstonian austerity, for with the immense unused 
resources represented by two million unemployed 
in the country, there could be very little danger 
that inflationary tendencies would result from at 
expansive monetary policy. We need not doubt 
that the bill will be met without serious difficulty 
during 1939-40 provided the obvious way of meetin 
it is adopted. 

Yet it must be emphasised that this is necessarily 
a short-term policy. In the long run there cannot 
but be an antithesis between great and increasing 
rearmament expenditure on the one hand and é 
high and rising standard of living on the other hané. 
A reckoning cannot indefinitely be postponed bi 
means of borrowing. We may find that it wl 
finally be necessary to accept Adam Smith’s dictum 
‘* defence is of much more importance than opulence, 
in all its harshness. If we are to avoid this choi 


between defence and opulence in the next year 
or so, borrowing for rearmament is a_ necessity 
but if the choice is not to be made at a later stag’ 
statesmanship must contrive for us a clearing © 
the war clouds. 
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Income Tax and Credit Traders 


The term “ credit trader ”’ is used in this article as 
meaning a trader who sells goods under some kind 
of agreement whereby the purchaser pays by instal- 
ments, as distinct from an ordinary sale on credit, 
where the debt is payable in one sum within the 

riod of credit usual in the particular trade. 

Two problems arise in such cases, namely: how 
to spread the profit over the term of the agreement 
and what provision is to be made for bad debts. 
It is evident, therefore, that the problem is one of 
accountancy rather than of income tax law. The 
trader’s accounts should be kept in such a way as to 
disclose the profit earned in each period and it is 
essential at each balancing date to make a proper 
estimate of the bad and doubtful debts. 

For credit drapers, a scheme of valuation of debts, 
known as the “ Nottingham Scheme,” has been 
agreed between the trade and the authorities. As is 
the case with all such agreements, the scheme is 
optional and is, of course, subject to the approval 
of the Income Tax Commissioners concerned with 
the assessment, but if the taxpayer adopts the method 
of valuation provided thereby, the Revenue consider 
it binding on them. The scheme applies only where 
the period of credit (excluding any period of grace) 
does not exceed 40 weeks. 

Briefly, this scheme provides as follows :— 

(1) In the case of an account where the sale of goods 
was made during the last 13 weeks prior to stock- 
taking, the debt is considered wholly good. 

(2) Where no sale took place during such 13 weeks 
but cash was received in that period, the debt is 
to be valued at the lower of these amounts :— 

(a) the debt outstanding, or 

(b) the total amount of cash received in respect 
of the account in the twelve months pre- 
ceding the date of stocktaking. 

(3) In the case of accounts where there have been 
neither cash nor goods transactions within the 13 
weeks prior to stocktaking, the balances are 
regarded as valueless, that is, as bad and doubtful 
debts. 

(4) All amounts recovered on account of bad and 
doubtful debts must be brought into account 
when payment is received. 

(5) Where a journey, book or round is sold, the valua- 
tion of the debts sold is to be adjusted as follows :— 

(a) The whole of the debts sold as good debts 
must be shown in the accounts of both trader 
and purchaser at the amount realised, but 
excluding — 

(i) any sum realised by a sale in excess of 
20s. in the £ on the debts taken, and 

(ii) any sum specified in the sale agreement 
as a payment of a definite amount for 
goodwill. 

(6) Any bad and doubtful debts actually sold 
must be shown at the actual figure at which 
they are transferred. 


(6) In the first year in which this scheme is adopted, 
both opening and closing reserves are to be com- 
puted in the above manner, any reserve brought 
forward on some other basis being ignored. 

(7) The accounts of the trader must be duly certified 
by a “ fully qualified accountant,’’ and accom- 
panied by his certificate that he has prepared the 
valuation of book debts strictly on the lines of the 
scheme. The valuation sheets must be available 
for inspection by the Inspector of Taxes where 
deemed necessary. 

It is essential to remember, however, that the 
above arrangement is a compromise designed to 
reduce to a minimum disputes between the taxpayer 
and the Revenue. If special circumstances make 
some other basis more practicable, or the agreement 
does not come within the terms of the scheme, the 
taxpayer must estimate the amount of the bad and 
doubtful debts on the most reasonable basis. So 
long as the reserve is a proper one against specific 
debts, it must be allowed. A reserve calculated by 
some “‘ rule of thumb ” method, such as a percentage 
on all outstanding debts, is expressly disallowed by 
Rule 3 (¢) of the Rules of Cases I and II, Schedule D. 
In general terms, the profit, subject to the reserve 
for bad and doubtful debts, is deemed to be earned 
when the agreement for sale is made. 


In the case of other agreements for sale by instal- 
ments, the accounts should be kept by one of the 
many recognised methods whereby the profit earned 
in the period is disclosed. On an agreement for 
outright sale, to be paid for by instalments, the 
profit on the sale is earned at once, but the interest 
included should be spread over the period of the 
agreement, either by exact calculation for each trans- 
action, or, as is usually unavoidable, by bulk cal- 
culations. Under the latter system, when the sale 
is made the cash selling price is credited to the 
trading account and the interest is credited to an 
interest suspense account. There is then calculated 
the percentage of the total interest which is earned 
in each period, and that percentage is transferred 
to the credit of profit and loss account at the end of 
each year. This system naturally involves a separate 
suspense account for each year’s transactions. Thus, 
if the instalments are due quarterly for three years 
and interest is taken into account at 10 per cent. per 
annum, it will be found that 52.4 per cent. of the 
interest is earned in the first year, 33.9 per cent. in 
the second year and 13.7 per cent. in the third year. 
Assuming that the sales are evenly spread over the 
accounting year, it will be seen that the average 
contract entered into in the year ending December 31, 
1937, commenced on July 1, 1937, and will terminate 
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on June 30, 1940, giving a “ spread ”’ of the interest 


as follows :— 


Per Cent. 
1937 4 of 52.4 per cent. ... aia _ 26.2 
1938 § of 52.4 per cent.-} } of 33.9 per cent. 43.1 
1939 } of 33.9 per cent. ~ } of 13.7 per cent. 23.8 
1940 $ of 13.7 per cent. ... i se iis 6.9 
100.0 


In 1940, therefore, there will be credited to profit 
and loss account : 

of the 1937 interest. 

of the 1938 interest. 

43.1 per cent. of the 1939 interest. 

26.2 per cent. of the 1940 interest. 

such sales are usually seasonal, however, and the 

average date method should be adopted in determining 

the percentages, which should be checked from time 


6.9 per cent. 
23.8 per cent. 


to time. 

In the case of hire agreements, the same method 
may be adopted, of course, but it is usually more 
satisfactory to employ the system whereby credit is 
taken only for profit on instalments due in the 
accounting period, the instalments not due_ being 
treated as “ stock in the hands of customers ”’ and 
reduced to cost price by climinating the profit and 
interest included therein. 

Under the scheme agreed between the Revenue 
and the Hire Traders’ Protection Association, the 
total amounts payable under hire-purchase agreements 
are credited as sales when the agreement is made. 
At each stocktaking date, the outstanding balances 
are valued at their nominal value, less a reserve for 
the proportion of gross profit (including interest) 
included therein, ascertained by (a) analysing each 
sale or (6) taking the rate of gross profit for the 
previous year, without taking into account reserves. 

In the year in which the arrangement is first 
adopted, the reserve brought forward from the 
preceding year must be brought into credit, no 
matter on what basis it was calculated. Thereafter 
the reserve brought forward from the preceding year 
is credited and the new reserve debited. Any 
debts known to be bad are written off as usual and a 
reserve against specific doubtful debts allowed. The 
books of account must, of course, be maintained on 
the same basis. Care must be taken to write off any 
loss arising when goods are returned or taken back. 

In many cases to-day the hire agreements are 
transferred to finance houses, which makes the position 
much easier. In that event, the profit is normally 
regarded as earned at once, but it is necessary to 
make provision for specific doubtful debts where the 
agrecment with the finance house provides that the 
trader is responsible. Where the “ bonus’ system 
is in force, it is better to take credit for the bonus 
only as received. 

It should be emphasised that the problem is to 
arrive at the profits of the accounting period, and 
that is a matter of accountancy. In arriving at 
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such profits, it is necessary to reserve for unrealised 
profits and for doubtful debts. So long as these 
reserves are calculated on a proper basis, there is no 
difficulty in agreeing the profits with the Inspector 
of Taxes. Disputes arise where the principles applied 
are Ceflective, or an attempt is made to create reserve 
against debts generally and not specifically. In other 
respects, few difficulties are experienced except where 
the accountancy is defective. 


TAXATION NOTES 


N.D.C.— Control by Directors 

One of the problems which appear to be worryin, 
practising accountants throughout the country jis 
the question of “ controlling interest ” for the purposes 
of Rules 4 and 11 of the Fourth Schedule, Finance 
Act, 1937. Unlike the amended Section 21 of the 
Finance Act, 1922, the Act of 1937 does not define 
control, which is thus a question of fact. In Com- 
missioners of Inland Revenue v. B. W. Noble, Ltd. 
(1926, 12 Tax Cases 911), a Corporation Profits Tax 
case, the chairman held one-half of the ordinary shares 
in the company and had a casting vote at a general 


meeting. The preference shareholders had _ no title 
to vote. It was held that he had a controlling 
interest in the company. In Glasgow Expanded 


Metal Company v. Commissioners of Inland Revenue 
(1923, 12 Tax Cases 573) an Excess Profits Duty 
Case, the directors held 4,300 shares out of a total 
issue of 7,600 shares, each share carrying one vote. 
They were held to have a controlling interest. In 
both cases the Courts refused to disturb the decision 
of the Appeal Commissioners. Reference might also 
be made to Himley Estates, Ltd., and Humble Invest- 
ments, Ltd. v. Commissioners of Inland Revenue (1932, 
17 Tax Cases 367), a sur-tax case, where the Crown 
contended unsuccessfully that a company was under 
the control of directors inasmuch as the directors had 
power to issue shares to such persons as they thought 
fit. 

It is apparent that control by voting power at @ 
general meeting is intended. In each Rule, the 
expression used is “‘ the directors whereof have « 
controlling interest,’’ and it appears therefore that 
the possession of the controlling interest is sufficient, 
whether it is exercised or not. “‘ The power to cast 
a preponderating vote at a general meeting of a com- 
pany implies prima facie a controlling interest” 
(Commissioners of Inland Revenue v. Birmingham 
Theatre Royal Estate Co., 1923, 12 Tax Cases at pagt 
580). ‘“ The only interpretation that can be given 
to the expression ‘ controlling interest ’ is by reference 
to the power that the number of shares held gives 
to the holders to control the disposal of the company > 
assets and the administration of the company> 
affairs at a general meeting” (ibid at page 57) 
‘That shareholder has a controlling interest whos 
holding in the company is such that in general 
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meeting he is more powerful than all the other 
shareholders put together.’’ (Commissioners of Inland 
Revenue v. Noble, supra, at page 926). 

Attempts to regard directors as having a “ con- 
trolling interest ’’ because their votes, if added to 
those of their wives, would give them control, must 
fail. A wife is an independent person and in these 
days it would be a very brave man who would 
contend that a husband “ controls”’ his wife. 

“Control of a company by a director involves 

. not merely reliance upon the willing co-operation 
of other shareholders having equal voting rights ”’ 
(Himley case, supra, at pages 374-5). 

Those who contemplate transferring shares to wives 
to avoid N.D.C. should remember the Chancellor 
of the Exchequer’s warning that attempts at legal 
avoidance will be met by legislation. There are 
other considerations to be taken into account, not 
connected with N.D.C., which may more than off-set 
any potential saving in such a transaction. More- 
over, to be effective, it would have to be shown 
that the transfer was real, and not merely to a 
nominee. 

N.D.C.--Stockbrokers 

It seems to have been generally assumed that 
stockbrokers would have to include investment in- 
come in their profits for N.D.C. purposes. Reference 
to Rule 7, however, will show that this is not so. 
That Rule says: ‘Income received from invest- 
ments or other property shall be included in the 
profits in the cases and to the extent provided in 
this paragraph and not otherwise . . . in the case 
of... a business consisting wholly or mainly in 
the dealing in or holding of investments . . . the 
profits shall include all income received from invest- 
ments... .” A stockbroker is not a dealer in 
investments; that is the function of the jobber. 
The business of a stockbroker does not consist wholly 
or mainly in holding investments. Investment in- 
come is therefore excluded. 

Interest on loans to clients, being “‘ short ’’ interest, 
is part of the trading profit, and therefore remains in 
the profits assessable to N.D.C. 

Retention Monies on Building Contracts 

A reader of AccouNTANCY, writing under the 
pseudonym “ Berkshire,’ puts the following income 
tax query, to which we give our reply :— 

“As you may be aware, the usual procedure in the 
case of work carried out by a Public Works Contractor 
is that under a written agreement, the principal 
retains a certain percentage of the contract price for 
a period of, say, six months after completion of the 
work; such retention being primarily to cover 
maintenance and possible defects during the six 
months after completion. The Public Works Con- 


tractor in the case in question has claimed that the 
money so retained by his principal does not amount 
‘oa debt and for this purpose should not be included 
m his turnover during the financial year in which 
the work was completed. 


ACCOUNTANCY 


209 


The local Inspector of Taxes seems to have had 
no experience on this before and my client and I 
have argued with him, but he contends that our 
arguments are purely in equity and not in the law 
as he understands it. In my opinion the contractor 
in question has a strong case and it seems to some 
extent analogous to the recent position in the Cronk 
case dealing with building society retention monies.” 

[This point is one that has been raised in other 
districts but does not seem capable of being made 
the subject of any general rule. There is no real 
resemblance to the Building Society Pooling Scheme. 
In the latter, the repayment of the deposits is 
dependent upon the receipt of instalments by the 
building society from a third party, the purchaser of 
the house, and is, therefore, contingent on events 
outside the control of the builder. 

In the case of retention monies, the payment is 
dependent only upon the satisfactory completion of the 
contract, which is within the control of the builder. 
The amount retained is an asset of the builder and 
a perfectly good debt, against which we can see no 
argument, in normal circumstances, for creating a 
doubtful debt reserve. 

It seems, however, that the contract is not com- 
plete, nor the profit wholly earned, until the retention 
monies are released, and therefore a proper reserve 
should be allowed for the estimated cost of com- 
pleting and securing the release of such monies, 7.<., 
for the estimated cost of making good any defects 
that may appear. This reserve should be calculated 
by reference to similar contracts in the past, taking 
into account any special features of the contract in 
point. This is sound accountancy and _ should, 
therefore, prevail for tax purposes. ‘‘ For the proper 
period in which to debit a charge, or to include an 
asset, you have to look at what is the appropriate 
system which would be applied in making up the 
balance sheet in the ordinary course of business ” 
(Worsley Brewery Co. v. Commissioners of Inland 
Revenue (1932) 17 Tax Cases at page 358). 

Our reader might refer to the cases in Harrison's 
“ Index to Tax Cases’ under the heading ‘‘ Date on 
which profit arises.” In Frodingham Ironstone 
Mines v. Stewart (1932), 16 Tax Cases at p. 739, it 
was said that: “If at the time goods are delivered, 
there is an expectation (later realised) that the price 
will turn out to be better than the invoiced prices, 
the whole amount of the better price, when ascer- 
tained, must be related to the period during which 
the goods were delivered.’’ It naturally follows 
that if the price turns out worse, the worst price 
should be similarly taken into account.-EpITorR, 
ACCOUNTANCY.] 


Income Tax -Edinburgh Chartered Accountants’ 
Recommendations 

The report of the Committee appointed by the 

Council of the Edinburgh Society of Chartered 

Accountants to consider the Codification Committee’s 


210 ACCOUNTANCY 
_or forgetfulness ; that partners should be assessed 


draft Bill, has now been issued. The recommenda- 
tions vary from smal] but appropriate changes of 
wording to suggestions involving alterations of prin- 
ciple. The body of the report comprises 16 foolscap 
pages of print, and it is only possible in this note to 
refer to the more important recommendations. They 
recommend inter alia that “ short ’’ interest be paid 
under deduction of tax ; that obsolescence allowance 
be given whether or not discarded machinery or plant 
is replaced ; that losses be available to be carried 
forward for twelve years instead of six; that the 
present limitation on expenses chargeable undeér 
Schedule E be extended to cover expenses laid out 
‘for the purposes of’ the employment, etc., or for 
recovery of the emoluments; that General Rule 21 
assessments should not be permissible where annual 
payments are in fact made out of a taxed fund, even 
if they are charged to capital; that a tenant be 
given the right to deduct Schedule A tax from rent 
paid in any of the three years following the year of 
charge, so avoiding his being penalised for ignorance 
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separately and not jointly, thus opening the way to 
giving relief to a partner whose share in any year is 
a “‘ loss,” although the other partners have profits : 
that a deceased person's liability to penalties should 
not pass to the personal representatives ; and that 
discount on prepayment of tax should apply to all 
tax where the person chargeable is the person entitled 
to the income. In an addendum it is suggested that 
businesses should be assessed on their actual account- 
ing periods, the tax being due when assessed, in a 
manner rather similar to that employed in the case 
of the National Defence Contribution. As an 
example, the report takes a profit of £4,000 for the 
year 1940, assessable on £1,000 at the rate for 
1939/40, less one-fourth of the appropriate allowances 
for that year, and on £3,000 at the rate for 1940/41, 
less three-fourths of the appropriate allowances for 
that year. The suggestion is worthy of most careful 
consideration. The addendum also strongly recom- 
mends that husbandry should be assessed as a trade. 


Recent Tax Cases 


By F. HEYWORTH TALBOT and R. A. FURTADO, Barristers-at-Law 


Penalties under Section 30 of the Income Tax Act- 
Recoverable from executor under Law Reform (Mis- 
cellaneous Provisions) Act, 1934. 

The decision in Attorney-General v. Canter, noted 
on page 55 of the November issue of ACCOUNTANCY, 
has been affirmed in the Court of Appeal (December 
19, 1938. Tax Leaflet 1004.) The Crown, by 
information, sought to recover from the executrix 
of a deceased taxpayer a sum in respect of a penalty 
incurred by the deceased under Section 30 of the 
Income Tax Act, 1918. The Court of Appeal 
decided (1) that the Crown were entitled to recover 
from the executrix, since the claim was a “ cause of 
action ’’ against the deceased which, by Section | 
of the Law Reform (Miscellaneous Provisions) Act, 
1934, is made to survive against his estate, and (2) 
that the proceedings were not an action in tort, for 
which a time limit is imposed by Section I (3). Leave 
to appeal to the House of Lords was granted. It 
will be noticed that the decision concerned a penalty 
which was recoverable by information, under Section 
221 (2) of the Act. Certain of the penalties imposed 
by the Income Tax Acts are not recoverable by 
information, of which the more important are those 
imposed by Section 132 and Section 146. Such 
penalties are recoverable by proceedings before 
Commissioners, and they are not covered by the 
present decision. It was suggested by the Master 
.of the Rolls that a claim under such Sections could 
not be made against executors, owing to the absence 
of machinery for bringing them before the Com- 
missioners. 


In certain cases where the Act imposes penalties 
recoverable by information, a locus poenitentiae is 
given to the taxpayer, and if he avails himself of it 
before proceedings are commenced, subsequent pro- 
ceedings are barred. (See Section 140 (2) and Section 
107 (3)). It was suggested in argument in the 
present case that since this right is in terms limited 
to the delinquent taxpayer himself, his executor 
cannot avail himself of it for the purpose of fore- 
stalling penalties incurred by the deceased, but 
there was no decision on that point. 


Surtax-—Investment company—Undistributed Income. 
Apportionment to the holder of an option to take shares. 


In Commissioners of Inland Revenue v. Tning 
Investments, Lid, (Tax Leaflet 990), the company 
was an “investment company ”’ within Section 2) 
of the Finance Act, 1936. The whole of the income 
of the company from its incorporation in December, 
1936, up to April 5, 1937, was undistributed, and 
the Commissioners accordingly made a_ Direction 
under Section 21 of the Finance Act, 1922, and 
apportioned the whole of the income to Q. No 
question arose as to the correctness of the Direction, 
but an appeal was made against the apportionment. 
The issued capital of the company on April 5, 193i, 
consisted of two preference shares of Is. each, issued 
to X and Y, and ten deferred shares of Is. each, 
issued to Z. The company had unissued five hundred 
ordinary shares, which Q had an option, so far ul 
exercised, to take up at par. The articles provided 
that in a winding-up, the surplus assets after repaying 
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the amounts paid upon all the issued shares, should 
belong to the ordinary shareholders. QO was a per- 
manent director for life, with wide powers of control. 
Section 14 (3) of the Finance Act, 1937, provides 
that in apportioning income among members of an 
investment company, the Commissioners may attri- 
bute to each member an interest corresponding to 
his interest in the assets in a liquidation. It was 
argued (1) that O was not a ‘“‘ member ”’ within the 
definition in Section 21 (7) of the Finance Act, 1922, 
which includes “‘ a person having a share or interest 
in the capital or profits or income of the company,”’ 
and (2) that even if he were a member he had, at 
April 5, 1937, no interest in the assets on a liquida- 
tion. On the first point, it was held that O though 
not a shareholder, was a member within the above 
definition, since by virtue of his legally enforceable 
option he had an interest in the capital of the com- 
pany. On the second point, it was held that O 
had an interest in the company’s assets in a liquida- 
tion. It was agreed that this should be tested by 
the rights of the members as they existed at April 5, 
1937 ; if the company had gone into liquidation at 
that date, the surplus assets would have passed to the 
Crown, there being no ordinary shareholders to 
claim them. Nevertheless, as O was in a position to 
demand the issue to himself of the ordinary shares 
at any time, he must be held to have had an interest 
in the assets in the event of a winding up, and 
accordingly the apportionment on him was correctly 
made, 


Surtax-—Investment company—-Undistributed income 
Apportionment to loan creditor—Basis of apportion- 
ment. 


The case of Commissioners of Inland Revenue v. 
Kered, Ltd. (December 8, 1938. Tax Leaflet 1003) 
decides two points on the interpretation of Section 20 
of the Finance Act, 1936. The company, which was 
an “investment company ” within Section 20, had 
issued debentures redeemable by stated annual 
instalments. During the accounting period ending 
November 30, 1935, the company’s income, which 
was received under deduction of tax, was applied in 
paying the instalment due for part redemption of the 
debentures, and in paying a dividend on the shares. 
This left a balance in the company’s hands. A 
direction was made on the company under Section 21 
of the Finance Act, 1922, and its gross income, after 
deduction of debenture interest and management 
expenses, fell to be apportioned among the ‘‘ mem- 
bers.” An amount equal to the gross dividend was 
apportioned to the shareholders, and the balance of 
the gross income was apportioned to the debenture 
holder as “ loan creditor.””. The sum so apportioned to 
the loan creditor, therefore, included (1) the sum 
applied in part repayment of his debentures; (2) 
the balance of net income retained by the company ; 
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and (3) tax at the standard rate borne by the company 
in respect of these sums. The company contended 
that the amount apportionable to the loan creditor 
should be limited to the actual sum applied towards 
redeeming the debenture. Section 20 (4) of the 
Finance Act, 1936, provides that the Commissioners 
may apportion to a loan creditor the amount which 
has been expended, or ts available to be expended, 
in redemption of the loan capital. The Court of 
Appeal decided (1) that the amount expended in 
redemption means the actual sum so expended, and 
does not include tax which the company has suffered 
on the part of its income so expended, and (2) that 
the amount available to be expended means the amount 
which the company might, during the accounting 
period under review, have so expended, and did not 
include the balance of income in the company’s 
hands, since the company could not expend this sum 
in redeeming debentures until the date for repayment 
of the next instalment should become due. The 
apportionment upon the loan creditor was therefore 
limited to the amount actually applied in repaying 
the instalment then due on his debenture. The 
Commissioners now have the option of making the 
apportionment to the members of an investment 
company in accordance with their interests in a 
winding up, under Section 14 (3) of the Finance Act, 
1937, but this decision will govern the apportionment 
where they do not adopt that alternative basis. 


Surtax --Covenant to make Annual Payments —Instal- 
ments of Capital, and not deductible from Total Income. 


The case of Commissioners of Inland Revenue v. 
Mallaby Deeley, dealt with on page 55 of the November 
number of AccoUNTANCY, has now been considered 
by the Court of Appeal. It will be remembered that 
in the lower Court Lawrence J. decided that where a 
varying annual sum was payable under a voluntary 
seven years’ covenant, the covenantor could deduct 
from his total income in each year only a sum equal 
to the smallest of such annual sums. The Court of 
Appeal decided the case on other grounds, holding 
that the payments were instalments of capital, 
and not annual payments of an income nature, 
and consequently could not be deducted in estimating 
the covenantor’s total income. No opinion was 
expressed on the point decided by Lawrence J. 
as to the effect of Section 20 (1) (b) of the Finance 
Act, 1922, on a fluctuating annual payment, and it 
appears that his decision upon that point is still 
authoritative. The respondent claimed to deduct 
from his total income sums paid under a deed whereby 
he had covenanted to make certain payments in cach 
of seven consecutive years. This deed had in fact 
been executed in lieu of, and in consideration for the 
release of, an earlier deed whereby the respondent 
had bound himself to pay a capital sum by instal- 
ments. The later deed made no reference to the earlier 
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obligation, and contained nothing but the covenant 
to make annual payments. The Court decided, 
first, that notwithstanding the doctrine, followed 
in Duke of Westminster v. C.I.R. (19 T.C. 490), that the 
Court must regard the form rather than the sub- 
stance of a transacton, it was permissible to con- 
sider relevant facts outside the express terms of the 
deed, and to treat the annual payments as being 
made in substitution for the pre-existing debt, 
just as if all relevant facts had been recited in the 
deed. Secondly, having regard to the pre-existing 
debt, the payments under the deed must be considered 
as being made in liquidation of that capital obliga- 
tion, and were therefore instalments of capital, and 
not income payments. Where annual sums are paid 
in satisfaction of a prior obligation to make a capital 
payment, the sums will generally take on the capital 
character of the prior obligations. It appears from 
the present decision that this result cannot be avoided 
merely by omitting all reference to the prior obliga- 
tion in the deed securing the annual sums. It was, 
however, pointed out by Greene, M.R., that annual 
sums payable under a deed will not be treated as 
instalments of capital merely because the deed was 
made in pursuance of an intention to confer a capital 
benefit, if there was no prior obligation to do so. 


Schedule D.—Rents for Storage of Whiskey in Ware- 
house... Whether Purchaser of Accrued Rents is 
Assessable in Respect thereof, when Collected. 

In Commissioners of Inland Revenue v. Arthur 
Bell & Sons, Lid. (November 3, 1938, Tax Leaflet 
1001), the facts were as follows. The company 
carried on the business of distillers, whiskey merchants 
and warehousemen. In November, 1933, it purchased 
the assets of another distilling company, which 
owned bonded warehouses for the storage of whiskey 
on behalf of customers. The terms upon which 
whiskey was stored provided for a weekly rent, and 
the warehouse owner agreed to pay for deficiencies 
as, for example, those due to leakage, in excess of a 
certain amount. Among the assets purchased were 
rents accrued in respect of storage up to the day of 
sale, and the purchase price included a sum in respect 
thereof. Before finally settling the price, the com- 
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rents due from them as at that date. 
was assessed to income tax, Schedule D, for 1936-37 
in an amount which included sums collected during 
the relevant period on account of the rents it had 
purchased. The company argued that it had merely 
purchased book debts, and that such debts, when 
collected, were not part of the profits of its business. 
The Crown contended that the accrued rents could 
not be regarded as book debts at the date of the pur- 
chase, but that the company had taken over un- 
executed contracts for storage, the receipts from which 
when finally completed by the company formed part 
of its profits. The Crown argued that this followed 
from Dailuaine-Talisker Distilleries v. CAU.R. (U5 
T.C. 613); in that case the contracts for storage 
provided for a weekly rent which was not payable 
until the whiskey was removed, the warehouse 
owners paying for deficiencies. It was held that 
accrued rents could not be brought into computation 
of the warehouse owner's profits until actually paid ; 
before payment the storage contract was still un- 
completed, and no profit therefrom was realised. 
That decision was distinguished in the present case 
on the ground that since there was no provision in 
the contracts in the present case for deferring pay- 
ment of rent, the rents as they accrued were book 
debts ; moreover, the customers, at the date of the 
sale, had agreed the amounts owing by them, and 
this precluded the Crown’s argument that the com- 
pany had purchased unexecuted contracts. The 
company had therefore purchased book debts, the 
receipts from which could not be included in the 
profits of its business for tax purposes. The Court of 
Session expressed some doubt as to the correctness 
of the decision in the Dailuaine-Talisker Case, but 
did not overrule it. The result seems to be that where 
goods are stored in terms similar to those under 
consideration in the present case, the rents should 
be brought into computation as they accrue due: 
where the terms of storage correspond with those 
in the Dailuaine-Talisker Case, the rents will be 
brought in as they are received. 


SCOTTISH SAVINGS BANKS 

The accounts of all the principal Trustee Savings 
Banks in Scotland have now been published. Almost 
without exception they show considerable increases 1 
funds at the credit of depositors. To take the four 
large cities as an example, Edinburgh, with a total 
balance due to depositors of £19, 157,600, shows an increas 
of £924,863 over 1937. Glasgow, with a total balance 
due to depositors of £39,459,583, shows an increase for 
the year of £2,171,031. Similarly, Aberdeen Saving 
Bank shows an increase of £707,016, and Dundee, 
which includes St. Andrews as one of its branches, oné 
of £313,130. The total increase in sums at the credit 0! 
depositors for 1938 in Scottish Savings Banks, both 
Trustee and under the Act of 1815, must reach a very 
large figure. 
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Legal Notes 


COMPANY LAW 
Meaning of “‘ Debenture ’’-—Definition in Companies 
Act, 1929, Section 380 (1) is not exhaustive—Certs- 
fcates acknowledging an existing debt held to be Deben- 
iures—Conspiracy to contravene share-hawking pro- 
visions of the Act of 1929. 


From time to time the Courts have to determine 


whether or not a particular document is a debenture. 
In the recent case, Knightsbridge Estates Trust, Ltd. 
y. Byrne (ACCOUNTANCY, November, 1938, page 65), 
for example, it was decided that an ordinary mort- 
gage is not a debenture and the Court of Appeal 
upheld that decision. 


In Rex v. Findlater (55 T.L.R. 330) the Court of 
(riminal Appeal had to decide whether certificates 
called “‘ Founders’ Unit Guarantee Certificates ’’ were 
debentures. If they were, then to go from house to 
house offering them for sale to the public would be 
an offence under Section 356 (1) and (7) of the Com- 
panies Act, 1929. The appellant was a director of 
a company carrying on the business of growing 
mushrooms. Its capital was raised by the sale of 
units by canvassers. Subscribers received certificates 
called ‘‘ Founders’ Unit Guarantee Certificates,’ by 
which the company undertook (1) that for 21 years 
it would plant mushroom beds and duly market them 
at the best prevailing prices; (2) that for 21 years 
it would pay the certificate holder profits propor- 
tionate to 50 per cent. of the net profits arising from 
total sales of mushrooms according to the number of 
units issued by the company ; (3) that the proportion 
of annual profits payable to the holder should not 
be less than 10 per cent. per annum of the amount 
which he subscribed ; (4) to deliver to the holder a 
capital sinking fund bond to be issued by an insurance 
company guaranteeing to the holder the return of 
subscribed capital intact at the expiration of 21 
years ; and (5) that the holder might transfer a unit 
on 30 days’ notice to the company. 

It was not contended that these documents could 
be deseribed as shares in the normal sense. Section 
356 (7), however, states that for the purposes of the 
Section shares includes debentures, and Section 
380 (1), which defines debentures, states that the 
tem includes debenture stock, bonds and any 
other securities of a company whether constituting 
4 charge on the assets of the company or not. That 
is not, however, an exhaustive definition. 

It was decided that these documents were deben- 
tures. The Court referred to the judgment of 
lindley, J. (British India Steam Navigation Company 
Y. Inland Revenue Commissioners, 7 0.B.D., 165), 
When he stated “ What the correct meaning of 

debenture’ is I do not know. I do not find any- 


where any precise definition of it. ... You may 
have a debenture which is nothing more than an 
acknowledgment of indebtedness.” In the present 
case the certificates contained what was implicit in 
the widest definition of a debenture, namely, an 
acknowledgment of an existing debt. The fact that 
the debt was not immediate, but referred to some- 
thing payable in the future, was immaterial. 
Therefore the offering of such certificates from 
house to house constituted an offence within Section 
356 (1) and the appellant had clearly conspired with 
canvassers to contravene that section. He knew the 
course which canvassers were adopting and as 
director he received a salary of £750 per annum. His 
plea that he did not know that such a system was 
unlawful could not be entertained. Ignorance of the 
law does not excuse from the consequence of guilt 
anyone who has the capacity to understand the law. 


Winding-up—-Meaning of “ just and equitable ’’ under 
Companies Act, 1929, Section 168 (6)—Restrictive 
interpretation. 

Section 168 of the Companies Act, 1929, provides 
for a winding-up by the Court in certain contingencies. 
Five of these are specific, but Section 168 (6) provides 
for a winding-up if “‘ the Court is of opinion that it 
is just and equitable that the company should be 
wound-up.”’ It has been held that the Court’s dis- 
cretion is not confined to cases similar to those 
mentioned in sub-Sections (1) to (4). But some 
special reason must be shown, for example, that the 
sub-stratum of the company has gone or that there 
is a deadlock in the management, as was decided 
in the case Re Yenidje Tobacco Company (1916, 
2 Ch. 426). In that case it was indicated that the 
“just and equitable ’’ clause would be more widely 
construed in the case of private companies. 

But in Re Anglo-Continental Produce Co., Ltd. 
(83 S.J. 95) Bennett, J., refused a petition to wind-up 
a private company. Under the company’s Articles 
A and B were governing directors. By Article 67 
they were to continue as such until they vacated the 
office under Article 63, and while in office they had 
authority to exercise all powers vested in directors 
generally. The other directors were to be under their 
control in regard to the company’s business. By 
Article 68, while holding the office of governing 
directors, they could appoint other persons to be 
directors and could limit their powers, fix their 
remuneration and duties, and remove them from 
office ; and they might at any time convene a general 
meeting of the company. By Article 69, if A resigned 
or died while in office he or the trustees of his will 
could appoint a governing director in his place, his 
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appointee having similar powers to those vested in 
governing directors by the Articles. The company 
was not to be voluntarily wound up for 12 years 
from 1906, except for insolvency, without the written 
consent of B, whilst he remained a governing director. 
The company had at first been successful but had 
paid no dividend from 1928 on its ordinary shares and 
from 1934 no dividend was paid on preference shares. 
But it was not insolvent and in the last financial 
year had made a small profit. A resigned the office 
of governing director but had appointed no one in 
his place. In 1938, at an extraordinary general 
meeting, a resolution was passed for winding-up the 
company and requiring the directors to present a 
petition. There was a substantial majority, including 
A, but it was insufficient to pass a special resolution. 
Therefore a petition was presented for compulsory 
winding-up under Section 168 (6) on the grounds that 
the company had suffered severe loss and had not 
paid dividends for several years, that the majority 
of shareholders were anxious for a winding-up, and 
that there was friction owing to differences between 
the governing directors. 

In dismissing the petition, Bennett, J., said the 
real reason for suggesting that it was just and equit- 
able to wind-up the company was that the majority 
of shareholders wanted to bé repaid their invested 
capital. But the mere wish of a majority, being less 
than a three-fourths majority, to be repaid did not 
make it just and equitable within Section 168 (6). 
More than this was required. There was no authority 
for winding-up within this sub-Section unless some 
wrong had been done to the company and the voting 
power used so as to prevent the company from having 
its ordinary remedy, or the substratum of the company 
had gone, or it was impossible for the company’s 
business to be carried on owing to a deadlock between 
the shareholders and the directors. In the present 
case such circumstances did not exist. No wrong 
had been done to the company and B, on the con- 
struction of the Articles, could over-rule the views 
of the other directors. A, the largest shareholder, 
had power to appoint a governing director to act 
with him and the mere possibility that there would 
be friction with the person so appointed was not 
sufficient ground for a winding-up order to be made. 


EXECUTORSHIP LAW AND TRUSTS 
Executor’s right of retainer—No waiver by offer to pay 
part of the costs of an action—Right prevails over a 
plaintiff's rights to the costs of an administration action 
against the estate—Supreme Court of Judicature 
(Consolidation) Act, 1925, Section 50 (1). ~ 

It is well established that against the rights of all 
_creditors except the Crown, a personal representative’s 
right of retainer will prevail. In Re Wester Wemyss 
(1939, 1 All E.R. 382) it was alleged that a claim for the 


costs of an administration action was within the dis- 
cretion of the Court and should be given priority, 
thereby defeating the personal representative’s right 
of retainer. The authorities were considered by 
Crossman, J., who decided that, despite the Supreme 
Court of Judicature (Consolidation) Act, 1925, 
Section 50 (1), the personal representative’s right of 
retainer prevailed over the plaintiff's claim to costs. 

The testator died in May, 1933, and his will was 
proved in March, 1934, by his widow. The plaintiff, 
a creditor of the testator for £1,000, commenced an 
administration action. An order for administration 
of the estate was made and the defendant admitted 
that the estate was insolvent. The defendant 
claimed to be a creditor for £6,000 and claimed the 
right to retain the assets. The question arose whether 
the defendant’s right of retainer prevailed against 
the plaintiff's right to be paid the costs of the action. 

The defendant relied on authorities and cited a 
statement by Sir James Wigram, V.C., in Tipping vy. 
Power (1842, 1 Hare 405): ‘‘ an executor is entitled 
to retain his debt in preference to the costs of 
administering the fund, for to that extent he is in 
the same situation as a creditor whose debt was paid 
before the suit, and who cannot therefore be after- 
wards affected by the costs of administration.” 

The plaintiff contended that this decision and 
other similar authorities were over-ridden by the 
Supreme Court of Judicature (Consolidation) Act, 
1925, Section 50 (1), which provides “ costs of and 
incidental to all proceedings in the Supreme Court, 
including the administration of estates and trusts, 
shall be in the discretion of the Court or judge, and 
the Court or judge shall have full power to determine 
by whom and to what extent the costs are to be paid.” 


Crossman, J., held that this section did not attect 
Tipping v. Power and the other authorities so far as 
they dealt with the personal representative's right 
of retainer. The giving of costs was entirely dis- 
cretionary, but in the exercise of that discretion the 
Court was governed by certain definite principles 
and that was the case when Tipping v. Power was 
decided. He held, therefore, that the defendant was 
entitled to retain her debt in priority to the plaintili’s 
costs of the action. 


INSOLVENCY 

Bankruptcy Act, 1914, Sections 108, 109 and 147— 
Bankruptcy Rules, 1915—-Rules 130, 132, 385 and 38 

Procedure—Entry of appeal—Delay in _ sending 
copy of notice of appeal to the Registrar of the Cow 
appealed from—Meaning of “ forthwith ’’—Cowrs 
limited power to waive irregularity under Section \4 
of Bankruptcy Act. 

The case of in re Muscovitch (55 T.L.R. 364) 
showed that at least one of the Bankruptcy Rules. 
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1915, might well be revised, if not deleted. But 
while the Rules remain in their present form they 
must be strictly observed. Reliance should not be 
placed on the provisions of Section 147, which give 
limited power to the Court to cure a mere irregularity. 


The appellants appealed from an order under 
which their discharge from bankruptcy was suspended 
for six months. There were 2] days from the com- 
pletion of the order in which to enter an appeal and 
serve the notice of appeal. When the appeal was 
entered Rule 132 operated. This Rule states : “ upon 
entering an appeal a copy of the notice of appeal shall 
forthwith be sent by the appellant to the Registrar of 
the Court appealed from, who shall mark thereon the 
date when received and forthwith file the same with 
the proceedings.’’ The object of the Rule is to enable 
an appeal to be entered in the country for the informa- 
tion of all concerned. Three days had elapsed 
between the entering of the appeal and the sending 
of the notice and the point to be decided was whether 
such notice had been effected “ forthwith”’ as pro- 
vided by the Rule. The Master of the Rolls described 
this Rule as somewhat anachronistic because it was 
introduced when procedure differed in many respects 
fom what it is now. He could not imagine what 
prejudice could be suffered by anybody through the 
lapse of the three days ; nevertheless, the Rule said 
that notice must be sent “ forthwith.”” Having 
regard to the construction previously placed upon that 
word, which was peremptory and admitted of no 
interval of time, except through inevitable circum- 
stances, he found it impossible to say that the notice 
was sent ‘‘ forthwith ”’ within the meaning of the Rule. 


The suggestion that by virtue of the Court’s general 
power to waive an irregularity under Section 147 of 
the Bankruptcy Act, 1914, the delay might be over- 
looked could not be entertained. There was authority 
for that statement. Failure to comply with the rule 
was not a mere irregularity and could not be cured 
under the section, nor could it be cured under Rule 385 
of the Bankruptcy Rules. He also held that time 
could not be extended retrospectively, under Section 
109 (4) or under Rule 386. There was no suggestion 
of any special circumstances and no reason whatever 
why the notice should not have been sent. Though 
with regret, he therefore found himself bound by 
what on the facts of the case was a pure technicality 
hurting nobody, and he must decide that the appeal 
failed. Finlay and Luxmoore, L.JJ., concurred. 


LAW REPORTS 


The Lord Chancellor’s attention having been called 
o the large number of law reports issued and to the 
fact that they are increasing, he has appointed a 
‘ommittee to consider the matter and to advise him. 


the Chairman of the Committee will be Mr. Justice 
Simonds. 
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IN PARLIAMENT 


COMPANIES ACT, 1929 


Sir Reginald Clarry asked the President of 
the Board of Trade (1) whether his attention has 
been drawn to the possibilities of sinister exploitation 
of his Department by the provisions of Section 135 of 
the Companies Act, 1929, which prescribes that an 
inspector may be appointed on the application of mem- 
bers holding not less than one-tenth of the shares issued : 


and will he consider appropriate amendments to the 
Act ; 


(2) what protection or redress can be afforded under 
the Companies Act, 1929, to sound public companies, 
such as railways, insurance, banks, and public utilities, 
against the exploitation for their own purposes of a 
well-organised 10 per cent. shareholding, utilising even 
the threat of their power under Section 135 of that Act ? 


Mr. Stanley: | am not aware that Section 135 of 
the Companies Act, 1929, which applies only to com- 
panies registered under that Act, affords the possibilities 
of abuse to which he refers. The appointment of an 
inspector is not made as a matter of course on the 
application of members of a company holding the 
requisite number of shares. Under the Section the appli- 
cation must be supported by such evidence as the Board 
of Trade may 1equire to show that the applicants have 
good reason for the application and are not actuated 
by malicious motives. The procedure of the Department 
in regard to these applications is such as to ensure that 
these requirements are fully observed. A further deter- 
rent against vexatious applications is afforded by Sub- 
section (3) of Section 136, which empowers the Board 
of Trade, if they think proper, to direct that the expenses 
of an investigation shall be paid in whole or in part by 
the applicants. I do not, in the circumstances, consider 
that the suggestions put forward afford any grounds for 
amending the Act. 


Sir R. Clarry : May | inquire whether all the rele- 
vant information to enable a company to judge whether 
there is malice or misunderstanding is available tc 
companies ? 

Mr. Stanley : It is not for the companies, but for the 
Board of Trade. 


SCIENTIFIC RESEARCH (INCOME TAX) 


Mr. Markham asked the Chancellor of the 
Exchequer whether he will consider the expediency of 
relieving money spent on scientific research in industry 
of the burden of Income Tax by instituting a rebate on 
moneys so expended ? 

Sir J. Simon-: My hon. Friend would not be correct 
in assuming that in no circumstances would expendi- 
ture incurred by an industrial concern on research for 
the purposes of its business be admissible as a deduction 
in computing its profits for Income Tax purposes. If 
he has any particular case in mind, and will let me 
know the facts, I will gladly look into it and communi- 
cate to him the result of my inquiries. 
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SECRETARIAL 


Class Meetings of Shareholders 


Variation in the rights of various classes of shares 
is dependent upon the conditions attaching to the 
creation of the shares. Reference should, therefore, 
be made to the capital clause in the Memorandum of 
Association to ascertain whether the rights .are 
unalterable, or whether provision is made for altera- 
tion. Should the Memorandum make no_ such 
provision the only manner in which the rights can be 
varied is by a reconstruction of the company. 


If variation is not prohibited by the Memorandum 
and no provision is made in the Articles for variation, 
alteration of the Articles by special resolution is 
necessary. In cases where the shares are alterable 
by the Memorandum, the Articles almost invariably 
define the procedure to be adopted. If no such 
provision appears in the Articles, the special resolution 
necessary to alter them may be carried even though 
all the members of the class may oppose the resolution, 
The point is of importance and should be noted by 
all who have occasion to deal with shares where 
there is more than one class in existence. Where 
the Articles prescribe for alteration by extraordinary 
resolution, the resolution may be passed even though 
it may not have the approval of the majority of 
shareholders. To avoid this difficulty some Articles 
provide that the majority required for variation of 
rights is one of three-quarters of the shareholders 
of the class and not the three-fourths members 
present in person, or by proxy, as is required for an 
extraordinary resolution. 

It often happens that when meetings of classes of 
shareholders are to be convened, a general meeting 
of the company is also arranged to deal with cognate 
matters. In such cases, for the purposes of con- 
venience, shareholders of classes other than the class 
for which the meeting is convened are sometimes 
present at the meeting. Lord Blanesburgh intimated 
in the Imperial Chemicals case that meetings of 
Deferred and Ordinary shareholders, at which both 
classes were present, were not properly held. It would 
therefore be desirable, when summoning class meetings, 
to arrange for the particular meetings at different 
times, or in different rooms, so as to ensure that no 
person who is not a member of the class concerned is 
present. The procedure may present many practical 
difficulties, but it would appear to be the only proper 
one. 

In this connection, it may be necessary to consider 
what precisely is a “‘ class of members.”’ In Sovereign 
Life Assurance v. Dodd (1892, 2 O.B. 573) Lord Esher 
observed “ that the term must be confined to those 
persons whose rights are not so dissimilar as to make 


it impossible for them to consult together with 4 
view to their common interest.’ The interest of the 
class and not the interest of the individual is the 
guiding principle. Circumstances will, however, exist 
where it is difficult to establish with any exactitude 
the general principle propounded by Lord Esher 
but the definition in all its looseness will suffice for 
most purposes. 

Clause 3 of Table A of the Companies Act, 1929 
or a modification thereof, is a clause commonly 
adopted in Articles. Under this clause the rights 
attaching to any class (unless otherwise provided 
in the terms of issue of the shares of that class) may 
be varied with the consent in writing of the holders 
of three-fourths of the issued shares of that class. 
Under such a provision, there would be no need to 
summon members of the class to a general meeting 
if the necessary three-fourths majority could be 
secured in writing. Alternatively, under Clause 3, 
the sanction of an extraordinary resolution passed 
at a separate general meeting of the holders of the 
shares of the class is necessary. The quorum for 
such a meeting is two persons at least, holding, or 
representing by proxy, one-third of the issued shares 
of the class. There is not usually much difficulty in 
securing the necessary quorum, but ascertainment 
of the voting rights at such a meeting may present 
difficulties. Under Clause 107, notice may be sent 
to executors or administrators of a deceased member, 
or to a trustee of a bankrupt member, and under 
Clause 54 every “ member ”’ is entitled to one vote 
on a show of hands. Executors or administrators are 
not members of a company until they have signed 4 
formal request that they wish to hold the shares in 
their own right and not in a representative capacity 
A chairman at such a meeting should observe this 
point, for it is conceivable that many persons wouli 
be present at the meeting who would not havi 
voting rights. In such circumstances the demané 
for a poll would be the only satisfactory solution 
Clause 3 further provides that any holder of share: 
of the class present in person or by proxy maj 
demand a poll. In this connection it is important 
for the chairman to make sure that he himself is ¢ 
member of the class over which he presides, for ! 
has been held that a chairman of a class meeting has 
no right to demand a poll unless he is a member © 
that class. 


Under Section 61 of the Companies Act, thos 
holding in the aggregate not less than 15 per cet 
of the issued shares of that class who did not conse! 
or vote in favour of the resolution for the variatie 
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may apply to the court to have the variation cancelled. 
It is questionable whether the rights under the section 
named are of much value for, prior to the passing of 
the Act, a dissentient could bring an action to 
challenge the variation if it could be proved that the 
power given to the majority was not being exercised 
for the benefit of the class as a whole (British 
American Nickel Co. v. O’Brien; 1927, A.C. 369). 
Further, an action under Section 61 must be made 
within seven days after the date on which the consent 
was given or the resolution was passed. The diffi- 
culty of bringing an action within the seven days is 
apparent, and the ruling in the Union Cold Stcrage 
case on this point will no doubt result in a strengthen- 
ing of the rather doubtful benefits under Section 61. 


So much for the position where the articles make 
provision for variation; but what is the position 
where the articles make no such provision, or it is 
impossible to carry out the procedure laid down in 
the articles? In such cases the involved procedure 
under Section 153 is available. Under this section, 
application is made to the court for orders to convene 
the necessary meetings. Such application must be 
accompanied by an affidavit, embodying the terms of 
thescheme. The court will then convene the meetings 
but the notices are sent out by the company, though 
not signed by the company’s officials. Accompanying 
the notices are special proxy forms, on which pro- 
vision is made for the member to say whether he is 
in favour or against the scheme proposed. At the 
meetings, a majority in number, representing three- 
fourths in value of the members or creditors, present 
in person or by proxy, must be secured. It is 
important to remember that the majority required 
isa dual one, namely, a majority in number, and a 
Majority in value of not less than three-fourths of 
the shares represented at the meeting. The result 
of the meetings is subsequently reported to the 
Court, and at the hearing for confirmation persons 
who oppose the scheme may appear. When once 
confirmed by the Court the scheme is binding upon 
all members of the class concerned. It will be seen 
that whereas dissentients have a right under Section 61 
to oppose the scheme, no right, other than that of 
opposition at the Court, exists under Section 153. 


A further point of interest in the case of class 
meetings is the question of the quorum at adjourned 
meetings of the class. Articles often provide (as 
does Clause 46), that if at an adjourned meeting a 
quorum is not present at the time stipulated, the 
meeting shall be adjourned to the same day in the 
hext week, and if at the adjourned meeting a quorum 
is not present within half an hour, those members 
present shall be a quorum. If, however, class meet- 
ings are governed by Clause 3, an article similar to 
Clause 46 would not apply, and the quorum specified 
m Clause 3 would therefore be necessary for an 
onginal, as well as for an adjourned meeting. 


It is commonly averred that the sanction of the 
court is essential in all cases where schemes of 
arrangement are contemplated, whereas such sanction 
is only necessary where Section 153 is invoked. 

The procedure herein outlined refers only to cases 
where a reconstruction of capital can be effected by 
the continuance of an existing organisation. Often, 
however, it is necessary to dispose of the organisation 
by means of sale or merger and the procedure in such 
cases is provided for in other sections of the Act. 
Often schemes of arrangement are effected in con- 
junction with a reduction of capital. In such cases 
general meetings of shareholders, as well as class 
meetings of particular shareholders, and sanction of 
the Court for a reduction will be necessary. 

In general, the position can be summarised as 
follows :— 

(1) If the Memorandum provides for variation, 

the procedure provided for must be followed. 

(2) If the Articles include provisions as under 
Clause 3, those provisions will apply. In such 
a case the rights of dissentients under Section 61 
are available. 

(3) If no provision is made in the Articles for 
variation, then Section 153 will apply. In such 
a case the rights of dissentients, other than 
those available under Section 153, will not 
apply. 

(4) If the Memorandum prohibits variation, altera- 
tion under the Companies Act is not permissible, 
and a reconstruction of the company under 
Section 234 of the Act will be necessary. A 
similar procedure will be necessary if circum- 
stances are such that procedure under the 
existing articles cannot be carried out. 


LETTER TO THE EDITOR 


Sir,—Since Mr. Stuart Cooper had the advantage of 
seeing my article on consolidated accounts in the 
February issue of Accountancy before stating his views, 
may I, in turn, trespass on your space to make one or 
two comments on Mr. Cooper’s article. 

First, it is quite clear that the difference between our 
respective points of view is not great. Indeed, my main 
comment on Mr. Cooper’s article is to ask him how he is to 
prepare his admirable digest of a combine’s position 
without first preparing consolidated accounts. He 
suggests giving shareholders : 

(1) Balance-sheet and profit and loss account on the 
lines commonly adopted by holding companies at 
present (presumably this means formal “ un- 
consolidated ’’ accounts). 

(2) Statement giving particulars of consolidated 
earnings of the combine and how dealt with. 

(3) Statement—where appropriate—of working capi- 
tal position showing excess of current assets over 
current liabilities, or vice versa, and excess of assets 
—if any—maturing at long term dates over similar 
liabilities. 
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Apart from the saving phrase ‘‘ where appropriate,”’ 
I think this formula is excellent. But I do not see how 
the information can be given except by reference to 
consolidated accounts. 

This brings me to my second point. Even if Mr. 
Cooper had consolidated accounts, he apparently would 
not issue them, since the public cannot, in his view, 
understand them. This attitude reminds me of the 
people who oppose putting baths in council houses be- 
cause ‘‘ some of the tenants only keep coal in them.” 
The argument also seriously under-estimates the use 
made by the public of, and the reliance it places on, the 
services of the Stock Exchange and the financial Press. 
Mr. Cooper would surely be prepared to admit that the 
financial education of the investing public has made big 
progress in the last few years, but he is apparently un- 
willing to concede that that education should be con- 
tinued. 

With regard to Mr. Cooper’s remarks on consolidated 
profit and loss accounts, I find it difficult to believe that 
he appreciated the importance of his assertion that “‘ the 
consolidated profit and loss account will normally only 
show up the difference between the profits earned by the 
subsidiaries and the dividends transferred to the holding 
company.” (My italics.) In other words, the only thing 
a consolidated profit and loss account will show up is 
the difference between the group’s earning position and 
just how much, or how little, the board of directors 
chooses to tell shareholders. From actual experience, I 
can assure Mr. Cooper that the two are often very different 
matters. 

As for the question of goodwill, let Mr. Cooper imagine 
a holding company controlling four or five patent medi- 
cine or similar businesses. Experience has shown that 
profits of such companies are directly related to adver- 
tising expenditure. That expenditure is normally charged 
against revenue, but under the present system, I see no 
reason why the subsidiaries should not charge it to 
development account, and thus completely distort the 
group’s earning position, leaving shareholders of the 
parent company without knowledge of the practice. 
Many accountants would presumably qualify their 
certificate if such a practice was followed, but, in my 
view, the temptation to overlook it should not be 
allowed to arise. 

The trouble is that we are so often forced to legislate, 
and thus may restrict legitimate business, in order to 
prevent the undesirable practices of the few. Perhaps 
the difference between my attitude and Mr. Cooper’s is 
explained by the difference in our daily occupations. 
Mr. Cooper admits that his own experience has perhaps 
been fortunate in that he has found a very real desire 
amongst the majority of the boards of directors with 
which he has come in contact to give to the shareholders 
adequate information. That is undoubtedly true. But 
in my work I find that many investors suffer losses be- 
cause they cannot discern the trend of their company’s 
affairs until it is too late. And for that reason, I welcome 
wholeheartedly the decision of the Stock Exchange Com- 
mittee, announced to-day, to request, except in special 


eases, holding companies to circulate consolidated 


accounts to shareholders.—yYours, etc., 
H. E. Wincott, 


London, 
February 21, 1939. 
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ROYAL AIR FORCE 


Short Service Commissions in the Accountant 
Branch 

The Air Ministry invites applications for a 
limited number of appointments to short service com- 
missions in the Accountant Branch of the Royal Air 
Force. Employment will be for four years on the 
active list, followed by six years in the Reserve of 
Air Force Officers. Extensions of the active list period 
may be approved at the discretion of the Air Council. 

Candidates must have attained the age of 22 years 
and not have attained the age of 28 years on the date 
on which their applications are submitted. They must 
be unmarried at the date of entry into the service, 
Evidence will be required of education to a standard 
equivalent to that of the School Certificate of the Oxford 
and Cambridge Schools Examination Board. Candi- 
dates must be able to show that, in addition to theoretical 
qualifications, they have had, whether as articled pupils 
or otherwise, a wide and varied practical experience of 
accountancy. Appointments will be made after an 
interview and medical examination. 

Officers will be on probation for a period of twelve 
months. After completing 18 months’ satisfactory 
service as Pilot Officer, they will normally be promoted 
to the rank of Flying Officer. (The terms Pilot Officer 
and Flying Officer are ranks and not an indication of 
duties.) 

A limited number of permanent commissions may be 
awarded annually to Officers holding short service 
commissions, but it is not contemplated that short 
service Officers should normally be retained in the 
service permanently. 

The rate of pay for the first two months of service, 
while the Officer is undergoing a course of instruction, is 
lls. a day. Pilot Officers receive 13s. 6d. a day or 
£246 a year, which is increased to 17s. 2d. a day or 
£313 per annum on promotion to Flying Officer. Ac- 
commodation, fuel, light, rations and personal attend- 
ance are provided in kind, or if they are not available, 
allowances which would not exceed £126 a year are 
granted. ‘There is an initial uniform allowance of {50, 
subject to certain conditions. An Officer on the Active 
List may receive disability pay, and awards are made 
to widows and orphans, if the disability or death arose 
from wounds, injury or disease attributable to the 
conditions of service. 

Officers transferred to the Reserve after completing 
their full period of four years’ service on the Active List 
will be paid a gratuity of £300 and a further £100 for 
each further year of service on the Active List for which 
an Officer may be retained. 

Full information and forms of application (Air Ministry 
Form 1074) can be obtained by applying in writing to 
the Under-Secretary of State, S.7 (e), Air Ministry, 
Kingsway, London, W.C.2. 

This note should be regarded as a general outline only 
and not as an official statement on behalf of the Ait 
Ministry. 


The usual Municipal Accounts article will appear next 
month, 
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FINANCE 


The Markets Improve 

During February there has been a very marked 
recovery in stock markets. As was pointed out in 
these notes last month, the fears that Herr Hitler’s 
speech to the Reichstag on January 30 might usher 
in a fresh international crisis had been so acute 
as to drive down the Financial News index of ordinary 
shares to 73.7, or exactly the lowest level touched 
on the worst day of the Munich crisis. In the event, 
the speech held out no cause whatever for alarm. 
In contrast with that delivered a year earlier (which 
in the light of subsequent events might be thought 
to have contained a clear warning of the Austrian 
and Czechoslovak crises), its tone was on the whole 
conciliatory. There was, to be sure, a renewed plea 
for colonies, but even this was put forward in a 
reasoned manner which seemed to hold out some 
hopes that this thorny problem might eventually 
be settled as part of a general plan of appeasement. 
Relieved of its immediate fears, the Stock Exchange 
recovered rapidly, the ordinary share index rose 
swiftly and without interruption to 82.1 on 
February 9, a recovery of over I] per cent. in a 
few days. Fixed interest securities benefited to a 
lesser extent. After some slight hesitation, due 
to fears that the termination of the Spanish war 
might bring complications in the Mediterranean, 
the industrial market once more forged ahead on 
the announcement that next year’s expenditure for 
defence will amount to £579 million, and a few days 
later received a fresh impetus from the disclosure 
that no less than £350 million would be charged to 
borrowing, which effectively disposed of any fears 
of severe increases in taxation. The following table 
shows the recovery during the first three weeks of 
the month in some of the leading stocks and _ in- 
dustrials. 


Change since 


eb. 23 Jan. 30 
Consols 24°, dy - 69% +14 
War Loan ae ~~ 97 Ik 
German 5°%, ceu- ale 40 6 
Distillers ... rm ii 92/6 +4/6 
London Brick... as 49/6 4/6 
Vickers... vn is 23/3 + 2/-- 
British Oxygen... si 3 +i 
B.A. Tobacco 4 i +2 


Credit Expansion Ahead ? 

The figure of £579 million for next year’s defence 
‘xpenditure was decidedly in excess of most  in- 
formed estimates, which had envisaged a figure in the 
neighbourhood of £525 million. In the current 
year {274 million of the rearmament bill is bein: 
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The Month in Finance 


covered from revenue, and it was generally assumed 
that in order to limit defence borrowing to a maximum 
of £350 million the Chancellor would attempt to 
obtain at least as much from revenue in 1939 and 
1940. As we have seen, however, Sir John Simon 
will budget for only £230 million from revenue, 
borrowing the whole of the remaining £350 million. 
At a time of high unemployment, this is undoubtedly 
the policy which most economists nowadays would 
recommend, and at this stage there can be no fear 
of any inflation. At the same time it is clear that 
we are now entering on a prolonged period of credit 
expansion (it is likely that £200 million or even more 
will be raised next year by the sale of Treasury 
bills and short-dated securities to the banking 
system) and this evidently calls for some revision of 
investment policy. Actually, the gilt-edged market 
received both announcements very calmly, in the 
first instance because any addition to this country’s 
military strength is considered a factor making for 
the preservation of peace, and in the second place 
because the market was simultaneously relieved of 
its fears of some increase in direct taxation. Sir 
John’s reference to the increases which have already 
taken place in income tax, tea and petrol duties, 
and to the imposition of N.D.C. were thought almost 
to imply a promise that these particular avenues 
would not be further explored this year. 
The Investment Outlook 

In the long run, however, it may prove difficult to 
prevent a decline in gilt-edged values, particularly 
when the restoration of “ full employment ” imposes 
a check on credit expansion. Even while the expan- 
sion is in progress there is likely to be a swing away 
from fixed interest securities into equities, owing to 
the inevitable increase in company profits, if not to a 
diminution of the real income from fixed-interest 
securities by rising commodity prices. For in- 
dustrial, shares, of course, these implications are 
precisely the opposite. The two announcements 
constitute a definite bull point not only for all 
industrial shares which have an armaments equity, 
but also for consumption shares in general, and 
particularly for those groups such as_ breweries, 
tobaccos and motors which stood in the greatest 
danger from increased taxation. Once again, taking 
a long view, however, it must be remembered that 
when the present slack in the economic system has 
been taken up, it will be necessary to turn from 
credit expansion to very different methods if in- 
flation is to be avoided. If in those circumstances 


the borrowing policy were to continue it would be 
necessary to take back in the form of taxation 
(possibly differential taxation on company profits) 
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the additional money being pumped into circulation. 
Once the hypothetical state of full employment 
has been reached, indeed, it might well be thought 
safest to abandon deficit financing altogether and 
resort to more direct methods of diverting pro- 
ductive resources from private to armaments pro- 
duction. That position, however, is some way off 
(though it will be reached while there is still a con- 
siderable pool of special unemployment remaining), 
and by the time it is reached the whole aspect of the 
problem may have been changed by an improvement 
in the political outlook. In the meantime, all sound 
industrials should enjoy a_ prolonged period of 
prosperity. 
The Gold Revaluation 

The announcement that the Bank of England 
proposes to revalue its gold holding caused a con- 
siderable stir in the City, largely because far too 
much was read into it. Goldmining shares rose on 
the news because it was believed that the Bank, 
by deciding to value its gold at the market price, 
had in some way lent recognition to the current 
level. This, however, is equivalent to saying that 
the Exchange Account would henceforth resist any 
appreciation of the pound against the dollar, and 
for this assumption the terms of the Bill provide 
no justification whatever. Indeed the provision 
that the gold is to be revalued weekly at the current 
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price implies that this will be allowed to fluctuate 
to some extent; and the Exchange Fund is as 
free as ever to follow any exchange policy it may 
desire. The announcement also had a favourable 
effect on the gilt-edged market, because it was at 
first supposed that the book profit on the revaluation 
might be brought into next year’s Budget and sy 
reduce the need for increased taxation. Later, Sir 
John Simon as good as stated in the House that 
this would not be done, though in describing the 
profit on the revaluation as a capital reserve, he did 
not really debar himself from raiding this nest-egg 
at some later date. For the moment, however, the 
Bill seems to resolve itself into nothing more than a 
purely technical book-keeping change, though a 
very clever one. It will have the effect of turning 
the Issue Department into a self-balancing fund, 
concentrating all profits and losses in the Exchange 
Account. And it is ingeniously contrived to enable 
the Bank to maintain a constant note issue although 
the gold which provides part of the backing fluctuates 
in value from day to day. The chief visible change 
resulting from the writing up of the gold will be 
an increase in the apparent ratio of gold to note 
circulation to well over 40 per cent. By the large 
transfer of gold to the Exchange Account this ratio 
was reduced to only 26 per cent., a figure which 
might give rise to misunderstanding on the Continent . 


Points from Published Accounts 


Comparative Figures.—No recent development in 
published accounts is more helpful to the reader than 
the provision of comparative figures. This is now 
almost common practice. An interesting accounting 
point arises, however, when the comparative figures 
shown in the latest report do not agree in detail with the 
figures disclosed in the certified report of the preceding 
year. To quote an example, the latest Gas Light & Coke 
Company report shows a comparative figure of net 
revenue for 1937 of £2,050,175, which is identical with 
the amount shown in the actual report for 1937, There 
are, however, a number of important differences on the 
revenue account itself. For example, total revenue for 
1937 as reported amounted to £13,573,409, whereas the 
amount shown in the 1938 report for comparative pur- 
poses is £13,581,621. The total costs, as reported, were 
£11,523,235, but this figure shows a slight change to 
£11,531,446 in the 1938 report. Individual items are 
not substantially changed but there is an appreciable 
rise in the amount charged for distribution of gas as 
between the 1937 report and the 1938 comparative 
figures from £3,816,699 to £4, 132,273, while management 
costs show a reduction from £511,714 to £266,088. The 
Gas Light & Coke Company, of course, is a chartered 
undertaking, to which the provisions of the Companies 
-Act do not apply in full. It is, therefore, unlikely that 
‘similar divergences would be found in the comparative 
statements of other concerns. But the fact that certain 
internal adjustments in the Gas Light & Coke figures 


for 1937 have apparently been made might have been 
marked by some note to this effect on the accounts 
themselves. Presumably the 1937 figures have been 
adjusted to provide true comparisons, owing to a 
re-classification of certain expense charges. 


Income Tax and Profits.—Too little attention has 
been given to the part played by income tax in reported 
profits. As an illustration of the changes which an 
alteration in income tax accounting practice may bring 
about, the reports of Governments Stock & Other 
Securities Investment and Omnium Investment Compeny 
are worth study. In the former case total revenue 
shows an apparent increase from {88,089 to £103,227, 
and in the latter case from £102,940 to £121,850. The 
1938 figures, however, are shown gross, before deduction 
of income tax. Hence, the apparent rise in profits is 
merely a reflection of the fact that, whereas in 1937 
and previous years debenture interest, preference 
dividends and ordinary dividends were shown on a net 
basis, in the latest year they are shown gross. To put 
the matter simply, the tax provision, instead of being 
charged against revenue before profits are disclosed, is 
now effectively represented by the appropriate proportion 
of the gross costs of interest and dividends. At 
analagous point is shown by the Tilling & British Auto 
mobile Traction report. For 1938, this company has 
distributed its ordinary dividend on a free-of-tax basis. 
Hitherto, the dividend on the £4 million ordinary 
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capital has been shown gross. Thus in 1937, when a 10 
per cent. payment was made, the accounts revealed a 
total charge of £400,000 for ordinary dividend. Last 
year, when the rate was effectively increased to 9 per 
cent. tax free, the gross cost of the dividend rose to 
£496,552. It is somewhat unusual to find a company 
which declares its dividends free of tax accounting them 
on a gross basis. It is more common to find that the 
appropriate tax charge has been provided either as a 
separate item, or as an undisclosed provision from 
profits before they are struck. These instances, at any 
rate, illustrate the difficulty of comparing reported profits 
when a change in income tax practice occurs. 


Imperial Tobacco Accounts.—This company, with 
a share capital exceeding £50 million, is among the 
largest British industrial undertakings. Its leadership 
in accounting methods, unfortunately, is less obvious. 
The formula by which net profits and investment income 
is described occupies five lines and it covers a figure 
of {10,692,761. It is always difficult to see in cases like 
this why transfer and other fees (which amount to a 
mere £3,292) should be set out as a separate item. The 
lack of comparative figures is also something of a dis- 
advantage, particularly in the balance sheet. The 
latter shows total assets of £85} million, of which stocks 
account for more than /40} million. Gross interests 
in subsidiary and associated companies amount to 
{14,721,367 and this company would provide an excellent 
illustration for those who argue for consolidated 
accounts. 

A Question of Dates.—No self-respecting accountant 
would certify a profit and loss account “as at 
December 31, 1938.’ Yet in some cases comparative 
figures are rather loosely described. The responsibility, 
doubtless, is with the company concerned rather than 
with the auditor. Two instances have arisen this 
month which illustrate the point. The report of Range 
Boilers commendably shows comparative figures both 
for the profit and loss account and for the balance sheet. 
The comparative profit and loss figures, however, are 
merely described at the head of the account “‘ 31/12/37 ”’ 
and the same description is also used (accurately) for 


STUDENTS 


Sinking 

Some interesting questions, apart from those of an 
arithmetical nature, arise in connection with sinking 
funds. The distinction between a sinking fund 
operated to redeem a liability and one operated to 
replace a wasting asset is usually understood, at least 
superficially, but two aspects of sinking funds are not 
always clear. First, why exactly is it necessary to 
build up a sinking fund account—this applies more 
particularly in cases where liabilities are to be re- 
deemed—and, second, what happens if the concern 
operating the funds is involved in consistent trading 
losses ? 

These two questions really throw the inquiry back 
to the essential nature of sinking funds. A sinking 
fund is nothing more than a device to ensure that a 
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the two sides of the balance sheet. In the J. & N. 
Philips report, however, the comparative profit and loss 
items are properly described, ‘‘ Year ended 19th Jan. 
1938,’’ while the balance sheet comparative figures are 
merely headed “ 19th Jan. 1938." This is not a point 
which can be regarded as of substantial importance, 
but it might well be rectified in future accounts. 


Qualified Reports.—The tentative nature of auditors’ 
reservations on company balance sheets is sometimes 
mistrusted by the layman, who feels, erroneously, that 
it is the auditor’s job to expose in detail any point on 
which he has a query. Within the profession, of course, 
it is fully appreciated that the object of auditors’ reserva- 
tions is to put the reader on inquiry regarding the 
particular point involved. Among the examples which 
have lately arisen, a note on the Bovril profit and loss 
account draws attention to the qualifications contained 
on the report of one subsidiary company, the first of 
which concerns the realisation of stocks as valued, while 
the second refers to the fact that the Australian pound 
has been taken at par. These reservations are relatively 
explicit. In certain other cases the point at issue is less 
obvious. The Birmingham Railway Carriage & Wagon 
balance sheet, for example, bears the reservation ‘‘ sub- 
ject to the provisions contained in the Articles of 
Association relative to the internal reserve fund which 
has been invested and applied in accordance therewith."’ 
In the case of Power Securities Corporation, the auditors 
declare: ‘‘ We are not in a position to judge the value 
of certain of the unquoted investments, loans and 
participations held by the company,” and refer the 
shareholder to a statement in the directors’ report. 
Investments, loans and participations appear in the 
balance sheet at £1,160,541 and the directors state that 
the valuation of these items, and of investments in sub- 
sidiary companies, made by them at the end of last 
year, shows an aggregate substantially in excess of the 
figures stated in the balance sheet. This last type of 
reservation is, perhaps, the most useful since it covers 
a specific point and leaves the shareholder to seek further 
information from the directors, if he considers it 
advisable. 


Funds 


certain sum of money shall be available at a certain 
time, the money being usually required either to 
replace a wasting asset which will then be exhausted 
or to redeem a liability which will then be due for 
repayment. The sum of money is not produced out 
of thin air by a rather elaborate set of accounting 
entries. It must be produced by the simple and 
ordinary process of saving. Each year, a certain 
calculated sum is set aside in the form of investments, 
which, together with the re-invested interest or 
dividends, will produce the required sum at the 
proper time (unless the process of realisation involves 
a loss). The following formula can be used for 
calculating the annual sum which is to be invested. 
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Ly - ap , invested at the end of the first year and 
annually thereafter, will produce {1 at the end of 
n years where 7 (e.g., .05 for 5 per cent. or .04 for 
4.per cent.) is the rate of interest, which is received 
and also re-invested annually. 

Nothing, apparently, could be much simpler than 
this process. A certain sum is required at the end 
of a period of years. The sum is required either to 
pay off a liability or to replace a wasting asset. A 
calculation is made as a result of which it is found 
that a given annual investment together with com- 
pound interest will, at the end of the period, produce 
the required sum. At the end of the period, the 
investments are realised and the proceeds used to 
redeem the liability or to replace the asset as the 
case may be. What more is required from the 
accountant than the entries to record these simple 
transactions ? In particular, why is it necessary to 
use a sinking fund account ? 

The answers to these questions depend upon the 
type of sinking fund which is being operated, that is, 
whether the fund is to be used for replacing an asset 
or for redeeming a liability. In the former case, the 
reply could well be that no further entries are 
theoretically necessary nor is a sinking fund account 
required provided that the wasting asset to be re- 
placed has been properly depreciated. 

Suppose that a concern possesses a wasting asset 
which cost £1,000 and which will require replacement 
at the end of three years. If an investment is 
obtained which yields 4 per cent. per annum, then 
it can be calculated that £320 (to the nearest {) 
invested at the end of the first, second and third 
years, together with the re-investment of the interest 
received at the end of the second and third years— 
it should be noted that there is no interest received 
at the end of the first year—will produce the £1,000 
at the end of the third year. 


Annual 
Interest Invest- 
Balance. Received ment Balance 
Jan. 1. Dec. 31. Dec. 31. Dec. 31. 
£ £ £ £ 
Year! ... — — 320 320 
Year II... 320 13 333 653 
Year III 653 27 347 1,000 
Year IV 1,000 


If we now ignore the typical sinking fund entries 
given in text-books and work out the entries afresh, 
we should arrive at :— 


(a) Annual investment of Credit bank ; debit in- 


fixed sum. vestment. 
(6) Annual receipt of in- Debit bank; credit 
terest. interest (thence to 


profit and loss 
account.) 
(c) Annual re-investment as (a) above. 
of interest. 


At the end of the third year, the investment 
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account will show a debit balance of £1,000. This is 
realised. If there is any profit or loss on the realisa- 
tion, then it is dealt with in the usual way on the 
investment account. It should be noted that if there 
is any loss and consequently the whole of the antici- 
pated sum does not materialise, then the balance 
must be found elsewhere, for example, from the 
ordinary cash resources of the business, before it wil] 
be possible to proceed with the replacement. Pro- 
vided the original asset has been depreciated correctly 
so that it is written off completely at the end of the 
third year, nothing more is required. These entries 
are sound enough theoretically but they are not to 
be recommended. The customary entries (shown in 
any text-book) are altogether neater though their 
very neatness is inclined to obscure the two sides to 
this type of sinking fund. These customary entries 
differ in two respects from those outlined above. 
Instead of depreciating the asset in the usual manner, 
an amount equal to the annually invested fixed sum 
is debited (just as an ordinary provision for deprecia- 
tion would be debited), either to profit and_ loss 
account or possibly to manufacturing account and 
credited to a sinking fund account ; the receipt of 
interest is credited not to interest account but to the 
sinking fund account. At the end of the period, 
the balances on the sinking fund account and on the 
wasting asset account will be the same, one being in 
credit and the other being in debit. They are 
eliminated by setting one off against the other and 
it should now be perfectly clear that, when prepara- 
tions are being made to replace assets by way of 
sinking funds, the sinking fund account is nothing 
but an alternative method of accounting for deprecia- 
tion. Instead of writing the depreciation from the 
asset account periodically, the periodical sums are 
collected in the sinking fund account until, at the 
end of the asset’s life, the total can be written off in 
one entry. 

One point, which is not obvious, might now occur 
to the student. The purpose of depreciation is to 
charge the whole cost of the wasting asset to the 
revenue accounts covering the period of its useful 
life. Using the figures shown above and assuming 
the customary sinking fund entries, it is easily seen 
that the revenue accounts will only be charged with 
£960, that is, with three items of £320. If the sink- 
ing fund account is raised in lieu of depreciation, why 
is revenue apparently not charged with the full 
£1,000? The answer is that it 7s so charged. The 
customary entries by passing the credit for interest 
received direct to the sinking fund account, rob the 
revenue account of a credit which would otherwise 
have gone to it. Thus, in the particular example, 
the profit and loss account bears a total burden of 
£1,000. The sum of £960 is borne directly and {4 
indirectly in so far as the profit and loss account does 
not receive the credit for the interest which normally 
would have gone to it. Once this fact is appreciated, 
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it is not difficult to construct a table to demonstrate 
that the distribution of the total depreciation under 
this method is the same as that under the annuity 
method of providing for depreciation. 

The two sides of sinking fund accounting should 
ve clearly distinguished. In the type of fund which 
has been discussed, there are, first, the side dealing 
with the annual investment of money and, second, 
the side dealing by means of a sinking fund account 
with the matter of depreciation. 


RESEARCH 


In an article on “ Depreciation’ which appeared 
in the November, 1938, issue of ACCOUNTANCY 
reference was made to the fact that provision for 
depreciation normally brings about an increase in 
the value of the floating assets to correspond with 
the decrease in that of the wasting assets. It is not 
difficult to appreciate that the effect of the annual 
investments is to earmark such an increase in a form 
from which it can readily be turned into cash. 

(To be continued) 


INCORPORATED ACCOUNTANTS’ RESEARCH COMMITTEE 


the Incorporated Accountants’ Research Committee have undertaken the task of preparing specimen forms of accounts 
‘or various businesses and professions. Some of the specimen forms have already appeared in previous issues as follows :- 


general Forms of Accounts ... aoe ... April, 1937 
Executors and Trustees =P pa .-» June, 1937 
Boot and Shoe Manufacturers ... see October, 1937 
Brickworks ne —_ aa : November, 1937 
Building and Estate Development ... December, 1937 
inemas and Dance Halls oe se January, 1938 
‘otton Merchants ves “ és February, 1938 
Engineers... io nee xe ons March, 1938 
Farms as ses al ‘ie tars ... April, 1938 


Garages ae iia van as --» May, 1938 
Hotels... ou seta ba Zs .-» June, 1938 
Laundries oy sé ee wn «+ July, 1938 
Medical Practitioners ... seh wih August, 1938 
Motor Transport a es ... September, 1938 
Printers ... aie oe aA ite October, 1938 
Rubber Companies _... ay ..- November, 1938 
Schools ... cin bis a2 ... December, 1938 
Shipping ... wae oe eee _ January, 1939 


Useful criticisms and suggestions which have been received from readers on the forms of accounts already published are 
ving carefully considered by the Research Committee. The accounts—which should not be regarded as model accounts, but as 
tases for more definite formulation—are published with an invitation to readers to submit their comments and criticisms 


A design for solicitors’ accounts is set out below. 


SOLICITORS* 
INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDED _ 19 
£ £ 


|. Salaries and State Insurance : 
Managing Clerks ts oe a 
Other Clerks .. oe - a 
Secretaries and Typists oi ses ae 


ll. Office Expenses : 
Rent, Rates and Insurances oe 
Heating, Lighting and Cleaning .. — 
Printing and Stationery... oo 
Postages and Telephone... oo 
Repairs and Renewals re oo 
Subscriptions - - = 
Sundry Expenses... i = 
Depreciation of Office Furniture .. — 


‘L Finance : 
Bank Interest ets 5 = 
Bad Debts oy ae iy = 


'\. Balance, Net Profit : a 
ye 


I. Fees and Commissions Receivable : 
Fees Receivable a - * 
Insurance Commissions - oo = 
Other Commissions .. ‘a = 


Il. Articled Clerks’ Premiums : 
Proportion Credited 

III. Interest Receivable : 
Bank .. ee = ‘i —— 
Investments .. a -~ .._— 


* This account is equally applicable to an accountant. 


NOTES ON SOLICITOR’S BALANCE SHEET 
According to the Rules made under the Solicitors Act, 1933, which came into operation on January 1, 1935, solicitors must 
“«P accounts in conformity with these Rules, the main object of which is to differentiate between clients’ and firm’s moneys. 


,, Inthe balance sheet of a solicitor assets and liabilities should be grouped in such a way that it is readily apparent that 
tee of the balances to the credit of the clients’ moneys ledger is represented by cash and or investments on the assets 
side. 


In other particulars the balance sheet will follow normal practice. 
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STATISTICS 
Private Property in Great Britain 


ESTIMATED VALUE OF TOTAL PRIVATE PROPERTY 
(£ million) 


| 1911—13 | 1926—28 | 1932—24 

TOTAL 11,990 + 900 |22,300 41,190 | 22,670 +1,860 
Land a erate: 785+ 30 | 740 +4 40 | 620 + 40 
Houses and Buildings — par vas me sea 2,940 + 120 4,100 + 400 | 4,600 + 500 
Farmers’ Capital ae eee bas 285 + 35 425 + 2 410 + 40 
British and Foreign Government Securities Pa 1,200 + 50 | 5,080 + 100 | 6,480 + 400 
Other Dominion and Foreign Securities and Possessions 1,360 + 280 1,400 + 100 1,250 + 200 
Railways in Great Britain ... 1060 + 40 | 850 + 40 760 + 40 
Capital of Industry, Transport, Commerce and Finance 3,810 + 220 8,735 + 265 | 7,825 + 465 
Furniture and Movable Property ine ea — 550 + 125 | 970 + 220 725 + 175 


(Approximate Percentages) 


| 1911—13 | 1926—28 1932—34 

Tora 100.0 | 100.0 100.0 
Land Pe ee cae ak 6.5 | 33 2.7 
Houses and Buildings neo ron PER oe ie 24.5 18.4 20.0 
Farmers’ Capital... ve _ 2.4 1.9 1.8 
British and Foreign Government ‘Securities _ 10.0 22.8 28.7 
Other Dominion and Foreign Securities and Possessions 11.3 | 6.3 5.5 
Industry, Transport, Commerce and Finance ... a | 40.6 43.0 38.2 
Furniture and Movable Property ia aia si 4.6 | 4.3 a2 


KINDS OF PROPERTY HELD BY PERSONS IN GREAT BRITAIN DYING IN 1936 


(Percentages of the total gross capital in each capital group) 


Totar | 100 | £1,000 | £5,000 | £10,000 | £25,000 
(over | to | to to to to | Over 
£100) | £1,000 | - £3,000 | £10,000 | £25,000 | £100,000 | 100,00 
= — = | | pore t 
Total ~~ 100.0 | 1000 | 100.0 100.0 | 100.0 | 1000 | 1000 ; 
d 
British Government securities issued since | | d 
1914.. “ 13.8 10.6 16.7 15.1 14.3 13.7 | 122 T 
Other Government and Municipal securi- ri- | | 
ties * Ree ae jes vee | 7.3 0.7 3.3 6.7 | 8.8 | 9.8 8.5 ti 
Stocks and Shares 34.8 | 3.8 | 13.6 28.4 | 36.7 , 44.5 49.1 
Cash (including Saving Bank Deposits) . 84 | 219 | 14.1 86 | 6.7 | 5.3 | 47 
Money lent on mortgages, bonds, and ‘| | 
other securities coe wees 81 2 | m3 | 08 | 88 | 7.1 50 
Trade assets 3.2 2.6 3.3 3.0 | 29 | 1.8 5 
Insurance policies 3.8 12.1 5.7 | 38 29 | 24 2.0 t 
Household goods ; ae 1.3 3.2 1.6 1.3 1.2 1.1 0.8 
Land, ground rents, and mineral rights a 4.0 1.5 3.4 3.1 2.7 3.4 6.9 
House property and business premises 12.7 31.1 23.7 16.0 12.2 8.0 39 
Other property 2.6 2.3 33° | 3.2 2.8 2.9 17 & 
| | | | { | a 


* Include British Government securities issued up to 1914 inclusive, British Municipal securities and Dominion and forels® 
securities (Government and Municipal). 


Reproduced, with permission, from Public and Private Property in Great Britain by H. Campion (Oxford University Press; 
London, Humphrey Milford.) 
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THE MONTH’S PUBLICATIONS 


Statistics in Theory and Practice. By L. R. 
Connor, M.Sc.(Econ.). Third Edition. (Sir 
Isaac Pitman & Sons, Ltd., London. Price 
12s. 6d. net.) 

Mr. Connor’s valuable text-book on statistics, now 
in its third edition, needs no introduction to Incor- 
porated Accountants and students for the Society’s 
examinations. In this edition the statistical sources 
have been brought up to date and a few changes 
have been made in Part I of the book, which deals 
with theory. The practising accountant will be 
particularly interested in an appendix on machines 
which is now added. This appendix, written by 
L. J. Comrie, is mainly a description of calculating 
machines but it also deals with the typewriter 
accounting machines. 


Le Contréle dans les Sociétés Anonymes Ang- 
laises. By Ernest Feder (Librarie du Recueil 
Sirey, 22 Rue Soufflot, Paris. No price given.) 

This book is a summary of the place of the auditor 
in the United Kingdom, his duties, responsibilities 
and legal position. The author discusses the Com- 
panies Act, 1929, in relation to the auditor. He feels 
that thelack of a precise definition of the auditor’s 
duties is a deficiency in the British system, but that this 
is to some extent mitigated by the extensive case 
law on the auditor’s responsibilities, which he dis- 
cusses at length. The book would provide a useful 
introduction to French-reading students wishing to 
understand in broad outline the auditor’s position in 
this country. 


The Calculating Dictionary. By W. Vriesendorp. 
(N.V. Drukkerij v/h L. E. Bosch and Zoon, 
Utrecht, Holland. Price 30s.) 

This volume gives in tabular form all multiplica- 
tions from 1 x2 to 999 999, except those ending in 
nought, which are superfluous. It enables the pro- 
duct of any two figures, however large, to be readily 
determined. Divisions also can be rapidly calculated. 
The book can be obtained by Incorporated Accoun- 
tants at a discount of 20 per cent. 


BOOKS RECEIVED 


Tables showing I. Tax applicable to Free of Tax 
Dividends. II. Rates for Relief in respect 
of Dominion Income Tax. (H.M. Stationery 
Office. Price 10s. 6d. net.) 

Schedule A Tax. 
Second Edition. 
FTI, 
5s. net.) 


Accounting, Part I. ‘Third edition. By Stanley 
W. Rowland, LL.B., F.C.A., and Brian Magee, 


Its Assessment and Collection. 
By Donald L. Forbes, F.C,A., 
(Gee & Co. (Publishers), Ltd. Price 
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B.Com., A.C.A. 
Price 7s. 6d. net.) 
The ‘‘Express’’ per Thousand Reckoner, for 
pricing Quantities from 1 to 100,000 at Is. to /5 
per 1,000. (Gall & Inglis. Price 2s. 6d. net.) 
The ‘‘ Swift ’’ Monthly Instalment Reckoner, | to 
50 months at 5 per cent., 4} per cent., 4 per cent. 
and 3} per cent., with Table of Capital outstanding 
after each payment. (Gall & Inglis. Price 4s. net.) 
Questions and Answers on Company Law. By 
Ralph Millner, M.A. (Sweet & Maxwell, Ltd., 
London. Price 5s. net.) 
Rates and Rating. Tenth Edition. By Albert 
Crew. (Sir Isaac Pitman & Sons, Ltd., London. 
Price 12s. 6d. net.) 


(Gee & Co. (Publishers), Ltd. 


SOCIETY’S DINNER IN GUIDHALL 


Members of the Society of Incorporated Ac- 
countants are advised that all available tickets for 
the dinner in Guildhall, London, on Thursday, 
March 16, have now been taken. 

To permit of adequate arrangements for the 
reception of His Royal Highness the Duke of Kent, 
the dinner, which will commence at 8 p.m., has 
been timed at 7 for 7.45. Members and their personal 
guests are kindly requested to be received between 
7 and 7.30 and to pass from the Art Gallery (where 
the reception will be held) to Guildhall at 7.40. 


INDUSTRIAL PRODUCTION 
IN 1938 


The Board of Trade estimates that industrial 
production last year fell 6.4 per cent. below the level 
of 1937. Despite this fall, however, the index for 
last year was considerably in advance of that for 
the base year 1930, the two figures being 124.3 and 
100 respectively. In 1937 the index had been as 
high as 132.8. The decline last year followed an 
expansion which proceeded continuously during 
the preceding five years at a rate of about 8.5 per 
cent. per annum. The greatest decline in 1938 was 
shown in the iron and steel industry (21 per cent.) 
and activity in the textiles group fell off by 14.5 
per cent., each of the textile industries sharing in 
the decline. Production in the non-ferrous metals 
industries was 11.5 per cent. lower than in 1937. 
There were smaller decreases for leather and boots 
and shoes (6.5 per cent.), engineering and ship- 
building (5.5 per cent.), building materials and 
building (5 per cent.), and the chemical and oil 
industry (5 per cent.). Coal output was reduced 
by 5.5 per cent. The only increases were shown in 
the gas and the electricity industries, where the 
provisional index was about 4 per cent. higher than 
the previous year, and in the food, drink and tobacco 
group, where the figure was 1.5 per cent. higher. 
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Society of Incorporated Accountants 


COUNCIL MEETING 


A meeting of the Council was held on January 31. 
There were present : Mr. Walter Holman (President) in 
the chair; Mr. Percy Toothill (Vice-President), Mr. 
Kk, J. Alban, Mr. C. Percy Barrowcliff, Mr. R. Wilson 
Bartlett, Mr. Kk. M. Branson, Mr. J. Paterson Brodie, 
Mr. W. Norman Bubb, Mr. Henry J. Burgess, Mr. Arthur 
Collins, Mr. W. Allison Davies, Mr. M. J. Faulks, Mr. 
Alexander Hannah, Sir Thomas lKeens, Mr. Henry 
Morgan, Mr. C. Hewetson Nelson, Mr. Bertram Nelson, 
Mr. James Paterson, Mr. Ff. A. Prior, Mr. Joseph Turner, 
Mr. R. T. Warwick, Mr. Richard A. Witty, Mr. Fred 
Woolley, Mr. A. A. Garrett (Secretary), and Mr. L. T. 
Little (Deputy Secretary). 

Apologies for non-attendance were received from Mr. 
A. Stuart Allen, Mr. D. FE. Campbell, Mr. R. T. Dunlop, 
Mr. EF. Cassleton Elhott, Mr. Edmund lund and Mr. 
A. H. Walkey. 

Death of Mr. Tom Coombs 

The President reported the regretted death of Mr. 
‘Yom Coombs, Fellow and Member of the Council, Leeds. 
The Council stood, and the following resolution was 
adopted in silence :— 

“ The Council receive with deep regret informa- 
tion of the death of Mr. Tom Coombs. They send 
their sympathy to Mrs. Coombs and the members 
of her family in their loss, and express their regard 
and esteem for the character and work of a valued 
colleague.” 

National Service 

The President reported that in the scheme of National 
Service, accountancy was classed as a reserved occupa- 
tion. The President also reported as to the registers 
being compiled by the Society and other accountancy 
bodies. The Council confirmed the action which had 
been taken. 


Sir James Martin Memorial Exhibition 
Upon a recommendation from the Examination and 
Membership Committee the Council awarded the Sir 
James Martin Memorial Exhibition for November, 1938, 
to Mr. Douglas Brodie Brown, Articled Clerk to Mr. 
A. T. Keens, F.S.A.A., Messrs. Keens, Shay, Keens 
and Co., London. 


Resignations 


The following resignations of 
received with regret :—- 


membership were 

Crort, HERBERT (Associate), 
Manchester. 

Dixon, JOHN WorrycHe (Fellow), London. 

HANKINSON, GEORGE (Associate), Bridlington. 

LoweE, ERNEST CHARLES (Fellow), Johannesburg. 

SPRINGETT, DorkA Mary (Associate), Farnborough. 

WarD, HENRY (Associate), Wakefield. 

WarD, WILLIAM HENRY (Associate), Epsom. 

Whuite, WILLIAM HENRY (Fellow), London. 


Audenshaw, near 


Deaths 
The Secretary reported with regret the death of each 


of the following members :—- 


ALicock, Joun (Fellow), Cardift. 

BROCKHURST, CHARLES HENRY (Fellow), St. Bre- 
lades, Jersey. 

CLARKSON, JOHN Paxton (Fellow), London. 

Coomss, Tom (Fellow), Leeds. 

Dixon, JOHN WILLIAM (Fellow), Ilkley. 

HARMSHAW, Harry (Associate), Dudley. 

Hawnt, FREDERICK MONTAGUE ( Fellow)” Birming- 
ham. 

HvU1CHESON, GEORGE WALTER (Associate), London, 

JENNINGS, FREDERICK (Fellow), Neath. 

Lowr, RussELL YorKE (Fellow), Beckenham. 

NAPIER, SAMUEL (Associate), London. 

SALISBURY, PuiLip (Fellow), Cape Provinee, South 
Africa. 

Tuomson, JAMES (Associate), Rochdale. 


DINNER AT BIRMINGHAM 


At the dinner of the Incorporated Accountants’ 
Birmingham and District Society held on January 27, 
Mr. Peter F. Bennett, O.B.E., J.P., President of the 
lederation of British Industries, proposed the toast ot 
the Society of Incorporated Accountants. He said that 
ordinary business men were sometimes liable to be 
carried away by their enthusiasm and they found it 
essential to call in a member of one of the approved 
Societies of accountants to act as a steadying and 
balancing effect. \ccountants were recognised as the 
guardians of the public. He thought it was a matter 
of very serious concern that all sorts and conditions oi 
people should call themselves accountants and he did 
hope they would stick to their battle in seeing that 
anyone who called himself an accountant should be a 
member of one of the Societies that could certify that 
he was the right type of individual to put ‘‘ accountant ” 
to his name. Years ago, he said, an accountant was 
just an individual who came in once a year and helped 
to make the dividend. (Laughter.) Now they called 
in the accountant all through the year. They at least 
asked for his advice—and sometimes they took it. 
(Laughter.) One of the things that had struck him 
was the very high opinion held of British accountants 
in other parts of the world, particularly in America. 
They had told him repeatedly over there: “ We are 
all right now on the financial side ; we have a British 
accountant,” and he had taken that as a great 
compliment. 

In responding to the toast, Mr. Walter Holman, 
President of the Society of Incorporated Accountants, 
said that it was fitting that in that great centre with 
its vast network of industry, the toast of the Society 
should have been submitted by one who was 
intimately connected with its manifold activities. Mr. 
Bennett was connected not only with the internal 
management and direction of businesses, but also with 
those collective activities by which a measure 0 
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co-ordination and co-operation was secured within the 
framework of the competitive system : he was therefore 
qualified in an exceptional degree to attest the value 
of the services which accountancy rendered to the 
commercial community. The generous tribute he had 
paid to them would be highly prized. 


The Work of the Society 

Some weeks ago one of their members wrote to 
Headquarters in rather petulant mood asking what the 
society was doing to help him’ As a matter of fact, 
said Mr. Holman, a great deal of individual advice and 
help was given to members by the stafi at Incorporated 
Accountants’ Hall, but this was done out of the goodness 
of their hearts because the services the Society rendered 
to its members must necessarily be collective rather 
than individual. They endeavoured by their examina- 
tions and their regulations to ensure that only those 
should be admitted to membership who were properly 
qualified and equipped. They endeavoured to provide 
their members with opportunities to keep abreast with 
modern development and with the changes in law 
affecting their work. They endeavoured to make 
known as widely as possible their claim to public con- 
fidence, to secure for their members official recognition 
and to protect their interests as far as possible and they 
lid this because their professional code prevented 
members from doing these things for themselves. It 
would be realised, said Mr. Holman, that all those were 
collective rather than individual services and it might 
not be easy for the individual to trace the direct benefit 
w himself, but he thought he could fairly claim that 
the corporate activities of the Society over a period of 
vears had achieved their purpose and that as a result 
the title of ‘‘ Incorporated Accountant" was known 
and respected in official and business circles to a 
wmarkable degree. 


National Service 

lf proof were needed of the important place which 
«wcountants occupied in the national economy, it would 
te found in the fact that accountancy was scheduled 
a 4 reserved occupation in the national service scheme. 
This did not mean that accountants would not be called 
‘pon to play their part in the event of national 
“mergency. On the contrary, it was his belief that the 
emand for their services would be greatly increased 
and that they would become indispensable. One happy 
‘sult of the deplorable times through which they had 
een passing was the willingness to co-operate in things 
‘ld in common that had been exhibited and the 
‘“countancy profession was no exception in this respect. 
“egistration cards had been sent to all their members 
and he expected that there would be a large response. 
‘te could say that the fact of registering did carry with 
‘an obligation to serve as and when required, but it 
‘as anticipated that the S« ciety as an organisation would 
“ve some hand in the apportionment and allocation 
‘duties and in the selection of men required for specific 
: ork and, in so far as was possible, regard would be had 
» individual circumstances and obligations. But when 
il was said and done, national emergency would present 
“ty citizen with a responsibility such as had never 
“lore faced those of his generation. 

Mr. Holman said that they might have noticed that 
“ountants and not auditors were mentioned in connec- 
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tion with reserved occupations and in the name of their 
Society the word “ accountant ’’ had priority. The 
reason for this was not far to seek. Auditing, important 
as it was, was only one of the many functions which 
come within the range of the professional practising 
accountant. Strictly speaking, an auditor’s duty 
was limited to the audit of the accounts laid betore 
him : he had no power to alter or amend them and his 
only alternative to giving a clean certificate was to 
qualify his report to the shareholders. He had himself 
incurred censure for going outside the statutory limits 
of his duty and daring to report on the business as well as 
on its accounts, but purely as an auditor the accountant 
could not give of his best to his client: he could serve 
him best if he was allowed not only to certify the accounts 
but to interpret them; not only to comment on the 
past but to make suggestions for the future ; not only 
to supervise the financial records but to institute records 
which would not only enable unit costs to be ascertained 
but would lead to the greater efficiency of the organisa- 
tion. Those were only indications of the directions in 
which accountants could contribute to the efficiency 
and therefore the prosperity of industry and_ there 
was no reason why they should be unduly modest in 
saying so. 

Mr. T. Harold Platts (President of the District Society | 
occupied the chair and the company included the Lord 
Mayor of Birmingham (Alderman ].Crump) ; Mr. Walter 
Holman (President, Society of Incorporated Accoun- 
tants); Lord Austin, K.B.E.; the Deputy Mayor of 
Droitwich (Alderman Edward Evans, J.P.) ; Mr. Peter 
F. Bennett, O.B.E., J.P. (President, Federation of 
British Industries) ; Mr. Walter F. Higgs, M.P.; Wing 
Commander J. A. C. Wright, A.F.C., T.D., D.L., M.P. ; 
Mr. H. W. Lyde (President, Birmingham Law Society) ; 
Mr. Walter L. Chance, J.P. ; Sir Frank Wiltshire (Town 
Clerk) ; Mr. W. M. Gordon, M.A. (Headmaster, Wrekin 
College); Mr. J. B. Hassett (President, Birmingham 
Jewellers’ and Silversmiths’ Association) ; Mr. George 
Beech (President, Birmingham Stock Exchange); Mr. 
E. N. Newman (President, Birmingham and District 
Society of Chartered Accountants); Mr. P. J. Nott 
(Lloyds Bank) ; Mr. W. E. Walton (President, Midlund 
Branch, Institute of Municipal Treasurers and Accoun- 
tants); Mr. Frank Wain (Senior Vice-President, Bir- 
mingham Chamber of Commerce); Mr. R. Kynoch 
Clark (Official Receiver) ; Mr. A. L. Greey (Chairman, 
Birmingham Branch, Chartered Institute of Secretaries) ; 
Mr. 1). R. Rees (Inspector of Taxes) ; Mr. T. O. Gray, 
J.P. (President, Birmingham Centre, Institute ot 
Bankers) ; Mr. A. A. Garrett, M.B.E., M.A. (Secretary, 
Society of Incorporated Accountants) ; and Mr. John 
J. Potter (Secretary, Incorporated Accountants’ Bir 
mingham and District Society). 


A lecture entitled ‘‘ Some Points arising out of the National 
Vefence Contribution ’’ will be delivered by Mr. Victor 
Walton, F.C.A., F.T.I.1., at Brettenham House, Lancaster 
Place, Strand, W.C.2, on Tuesday, March 28, 1939, at 6 p.m 
The lecture has been arranged by the Institute of Taxation 


illustrations of the provisions of the 1937 and 1938 Finance 
Acts have been prepared, and will be available for ail 
attending the lecture. Admission will be by ticket only, 
obtainable from the Secretary of the Institute of Taxation, 
52, Bedford Row, London, W.C.1. 
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DISTRICT SOCIETIES AND 
BRANCHES 


LONDON AND DISTRICT SOCIETY 

Following the successful experimental meeting held 
on November 9 last, a further meeting of the London 
members was held at Incorporated Accountants’ Hall 
on February 21 for a discussion upon ‘‘ Audit Problems 
arising from Mechanised Accounting.’’ The members 
had the advantage of having discussed previously the 
scope of mechanised accounting. 

On this occasion the subject was approached from 
the point of view of the auditor, and the discussion was 
prefaced by a comprehensive but succinct paper pre- 
pared by Mr. H. Basil Sheasby, A.C.A., A.S.A.A., which 
was submitted to and discussed by some half a dozen 
groups who met in separate rooms. 

After an hour’s informal discussion in groups, the 
members assembled in the large hall, when Mr. W. A. 
Pearman, F.S.A.A., Vice-Chairman of the _ District 
Society, took the chair. He was supported by the 
Chairmen of the separate groups, who were Mr. J. Scott- 
Moore, Mr. H. Basil Sheasby, Mr. Arthur Collins, Mr. 
W. J. Back, Mr. T. Haworth, Mr. Cedric N. Walter, and 
Major R. N. Barnett. Each Chairman made a brief 
report of the discussion in his group, and the deliber- 
ations in the groups were fruitful and informative. 

Among other conclusions, the following received 
emphasis : 

(1) An auditor’s responsibility is in no way minimised 
by the fact that the accounts are kept by mechan- 
ised methods. 

(2) The auditor must not run the risk of being lulled 
into a false sense of security and rely too much 
on figures obtained by mechanised methods, 
without adequate checking or testing of casts and 
postings. 

(3) The question of internal audit—going further 
than the usual type of internal check—should 
receive the auditor’s careful consideration and, if 
necessary, his recommendations for improvement. 
In approaching his work in the first instance, 
the auditor should make himself familiar with 
the system of mechanised accounting in use, and 
should take particular note of its limitations and 
all the points at which error or irregularity may 
creep in. 

A survey should be made of the organisation of 
the staff who operate the mechanised system. 


At the conclusion of the meeting, votes of thanks 
were accorded to Mr. Basil Sheasby for his paper, and 
to Mr. Pearman for presiding. In closing the meeting, 
the Chairman expressed the indebtedness of all the 
members to the Sub-Committee who had charge of the 
arrangements, and to the Chairmen of the groups for 
leading the discussions and for placing their experience 
at the disposal of their fellow members. 
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STUDENTS’ SOCIETY OF LONDON AND 
DISTRICT 
The Committee stated in their forty-eighth annual 
report for the year ended December 31, 1938, that 
during the year 222 new members were elected, and 
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that at December 31, 1938, the register contained 
the names of 1,836 members, of whom 524 were honorary 
members. In their review of the year’s work the 
Committee stated that they had given very careful 
consideration to the syllabus of lectures and had ap. 
pointed a sub-committee to deal with various suggestions 
made by members, many of which were incorporated in 
the syllabus. Twelve meetings were held during the 
spring and autumn sessions, including “ The Hearing 
of a Case Stated,” arranged by Mr. Roland Burrows, 
K.C., who acted as judge, and was supported by Mr. 
Terence Donovan and Mr. G. G. Honeyman as Counsel, 
and a lecture on “ Liquidations—with Particular 
Reference to Compulsory Liquidations ’’ given by Mr. 
J. Barwick Thompson, O.B.E., the Senior Official 
Receiver. The services of these gentlemen were greatly 
appreciated. The Committee thanked ‘flr. C. B 
Hewitt, F.S.A.A., for arranging a practic’ arbitration, 
which was most instructive. 

A permanent record of the Society’s work, including 
full reports of lectures delivered during the autumn 
session of 1937 and the spring session of 1938, is available 
in the 42nd volume of Lectures and Transactions of the 
Society. Copies have been posted to all members. 


Eleven members of the Society obtained Honours 
at the parent Society’s Examinations during the year 
1938, six in the Final and five in the Intermediate. 
The following student members, who headed the list of 
honours granted by the parent Society, were also 
awarded the Students’ Society prizes :—Final Examina- 
tions: May, 1938—-First prize, R. D. Curtis ; second 
prize, J. H. Lovick; November, 1938—First prize, 
P. G. Brightwell ; second prize, H. Shackcloth. _ Inter- 
mediate Examinations : May, 1938—First prize, L. C. 
Howe ; second prize, J. A. Rodgers ; November, 1938— 
First prize, E. J. E. Shipton; second prize, W. H. 
Minter. 

Revised rules were passed on February 22, 1938, and 
a copy has been forwarded to each member. 

Under Rule 13, Mr. H. E. Colesworthy, ¥.5.A.A, 
Mr. A. A. Garrett, M.B.E., M.A., and Mr. F. R. Witty, 
A.S.A.A., retire from the Committee. Owing to increas 
ing demands on his time, Mr. Colesworthy does not offer 
himself for re-election. In the absence of other nomina- 
tions a resolution will be proposed for the re-election 
of Mr. Garrett and Mr. Witty and the election of Mr. D. 
Mahony, F.S.A.A., to fill the vacancy caused by the 
retirement of Mr. Colesworthy. Mr. Henry J. Burgess 
the Honorary Treasurer, retires from office, and, being 
eligible, offers himself for re-election. Mr. W. G. Payne 
and Mr. L. G. Mansfield, the honorary auditors, retite 
from office and offer themselves for re-election. 


STUDENTS’ SOCIETY OF CARDIFF 


At a well-attended meeting held on January |4, 
Mr. J. Wallace Williams, I°.S.A.A., gave a practical talk 
on “ Liquidations.” The chair was occupied by Mr. D. 
R. Carston, A.S.A.A. There was a good attendance 
student members. The lecturer dealt at length with 
voluntary winding-up and winding-up by the Court. 
The various aspects of the procedure were carefully 
explained and specimen forms were passed around for 
inspection by the members. 
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Mr. Dennis H. Morgan, F.C.A., gave an instructive 
talk on February 9, 1939, on “‘ Income Tax ”’ to members 
of the Cardiff Students’ Society. The chair was occupied 
by Mr. D. R. Carston, A.S.A.A. Mr. Morgan worked 
through specimen accounts, namely, trading and profit 
and loss account, computation of income tax assessment, 
income tax return and the statement showing reliefs 
from tax, specimens of each of these being supplied to 
those present. Each item was carefully explained, thus 
enabling the youngest of the members to grasp the 
many difficult points which are met with in the examina- 
tion room. 


GLASGOW STUDENTS’ SOCIETY 

The usual monthly meeting of the Glasgow Students’ 
Society was held on February 22, when a lecture was 
given by Mr. John Aitchison, A.S.A.A., on “ Investiga- 
tions as an Examination Subject.’’ Before the lecture, 
Mr. James Paterson, Secretary of the Scottish Branch, 
introduced Mr. John A. Gough, F.S.A.A., the new 
President of the Students’ Society, who has succeeded 
Mr. W. Davidson Hall. In doing so, he referred to the 
long and practical interest which Mr. Davidson Hall 
had taken in the Students’ Society, and moved that they 
record in their minutes their thanks and appreciation of 
Mr. Davidson Hall’s work and interest in the Students’ 
Society for the past twelve years. He also referred to 
the interest taken in the work of the Society by Mr. E. H. 
Harris, late Vice-President. They were also fortunate 
in having as Vice-President, Mr. Thomas Robertson, 
\S.A.A., who had been one of the most regular attenders 
at their meetings. Mr. Gough said that he had great 
pleasure in readily acceding to the request of the Scottish 
Council to succeed Mr. Davidson Hall, whose retirement 
from the position they regretted. He was very glad to do 
anything he could to promote the interests of the students 
in Glasgow. 

Mr. Aitchison then proceeded with his lecture, and 
alter a general statement as to what was implied by 
‘investigations ’’ from an accountant’s point of view, 
proceeded to discuss various aspects of the subject and 
illustrated his points by a series of questions and sug- 
gested answers, which evoked considerable interest and 
discussion. 


SOUTH AFRICAN (NORTHERN) BRANCH 
ANNUAL REPORT 


The Committee in its annual report for the year ended 
December 31 stated that there was a net increase of 10 
ithe membership of the Branch during the year 1938. 


The Committee regretted to record the deaths of 
Mr. F, F, Hathorn, Johannesburg, and Mr. H. R. Cal- 
vert, Johannesburg. 

The usual half-yearly Examinations were held in 
May and November. There were altogether 32 candi- 


‘ates, of whom 13 passed and 19 failed. 


The Advisory Council of the Incorporated Society 
South Africa consists of the Chairman and Secretary 
of each of the three branches, with the Chairman of the 
Western Committee as convener. A meeting was held 
at Durban during February, 1938, and no difficulty was 
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experienced in arriving at unanimous conclusions on all 
points discussed. 

As a result of a discussion at the meeting, arrange- 
ments were made to transfer members of the Society 
and their clerks resident in the Orange Free State from 
the jurisdiction of the Western Branch to the Northern 
Branch. This transfer, which was in accordance with 
the wishes of the members concerned, was agreed by 
the Council in London, and by the three local Com- 
mittees in South Africa, and would take effect from 
January 1, 1939. The membership of the Branch was 
increased by the transfer of 6 Fellows and 11 Associates, 
while 19 Clerks were added to the register. 

The Accountancy Bill, which was introduced by Mr. 
P. V. Pocock, M.P., during the last Session of Parlia- 
ment, was referred to a Select Committee appointed by 
Order of the House of Assembly, dated August 12, 
1938. This Committee, after considering a certain 
amount of evidence, reported that it had not been 
possible for it to complete a full and comprehensive 
enquiry into the subject, and recommended that it be 
discharged and re-appointed in the next Session of 
Parliament to resume and complete its enquiry with a 
view to submitting an amended Bill. 

The Committee continued to keep in touch with the 
position, and every effort was made to protect the 
interests of members and articled clerks. The Society’s 
legal advisers in the Union were consulted whenever 
advisable, and head office in London was kept fully 
informed of the position from time to time. At a meeting 
of the Council in London during the latter part of 
November, the following resolution was unanimously 
adopted : 


“The Council of the Society of Incorporated 
Accountants desire to record their high appreciation 
of the long negotiations carried on by the Society’s 
South African Committees with the South African 
Societies in regard to the proposed Registration Bill. 
They appreciate the extreme care with which all 
aspects of policy and all details have been considered 
by the Society’s Committees, and the continued and 
full advices which have been sent to the Society's 
Head Office.” 

The Committee again urged all Incorporated Accoun 
tants in the Transvaal, who had not already done su, 
to apply for admission to the Transvaal Society of 
Accountants in order to protect their existing rights. 
A similar recommendation was issued to clerks who 
have completed their period of service and passed the 
Society’s Final Examination, but had not yet made 
application for admission as members of the Incor- 
porated Society. 

The Committee regretted to report the resignation 
of Mr. E. C. Lowe from the Committee, and from 
membership of the Society, owing to ill-health. The 
thanks of the members were due to Mr. Lowe foi the 
services he had rendered to the Branch over a period of 
many years, during which he held the position of Chair- 
man on two occasions. Mr. A. S. Leith accepted an 
invitation to fill the vacancy and would represent 
members resident in the Orange Free State. 


The retiring auditor was Mr. A. B. Ryan, who, being 
eligible, offered himself for re-election. 
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MEMBERSHIP 


The following additions to and promotions in the 
membership of the Society have been completed since 
our last issue :— 

ASSOCIATES TO FELLOWS 

Cairns, Robert (Ff. W. Clarke & Co.), Leicester ; 
Doleman, Francis William (F. W. Clarke & Co.), 
Leicester; Foster, Lionel Walls (S. Foster & Sons), 
Bristol; Hand, William Le’Resche (Hand & Co.), 
Birmingham ; Hill, Jack Clifford (J. H. Fuge Harvey, 


Clifford Hill & Co.), Plymouth; Lindley, Rupert, 
Bradford ; Nicholls, Frank William (Asbury, Riddell 
& Co.), Shrewsbury; Petherick, Henry Walter 


(Allnutt, Bradfield & Co.), London; Poulton, Cecil 
John Rhodes, B.Sc. (Shaffer, Poulton & Co.), Johannes- 
Robins, Kenneth Courtice (Chown & Robins), 


burg ; 
Penzance; Surtees, Geoffrey Hutchinson (Leith, 
Kreake & Cade), Bloemfontein; Webster, William, 
Peterhead. 
ASSOCIATES 
Adams, Keginald William, with Jetfreys, Henry, 


Marks & Diamond, London; Barlow, Derrick, with 
Kingston, Roffe & Co., London; Batt, John Granville 
Pottinger, with Joshua Wortley & Sons, Sheffield ; 
Beck, Walter, with Sir Charles H. Wilson & Co., Leeds ; 
Bedding, Ashley Henry, Borough Treasurer’s Depart- 
ment, Finchley; Beeley, Stanley Horsfield, with 
Arthur Pannett, Manchester; Bowman, Frank, with 
Chipchase, Wood & Co., Bishop Auckland ; Brightwell, 
Philip George, with Gordon, H. Taylor & Co., London ; 
Broderick, Matthew, with G. W. Townend & Co., 
Goole ; Burchnall, William Hugh, B.A., with Larking, 
Larking & Whiting, Wisbech; Clark, Stanley James 
(Westlake, White & Co.), Southampton, Practising 
Accountant ; Codrington, John Arthur Edward, with 
Sissons, Bersey, Gain, Vincent & Co., London ; Coulson, 
Leslie Ernest (Samson & Coulson), London, Practising 
Accountant; Daly, Henry John, B.Comm., formerly 
with Magennis, Burns, Griffin & Co., Cork; Darby, 
Sidney John, formerly with Henry J]. Burgess & Co., 
London; Dawson, Ronald George, with Armitage, 
Norton, Boyce & Co., London; Douglas, Robert 
Alexander, B.Com., with Cassleton Elliott & Co., 
London; Draper, Joseph, with W. A. Deevey & Co., 
Waterford ; Dunne, Kevin Joseph (P. M. Dunne & Co.), 
Dublin, Practising Accountant; Evershed, Valentine 
Wilfrid, with Harry M. Brand & Co., London; 
Fargher, John Gelling, with B. Sugden, Douglas, 
1.0.M.; Garnett, Lewis, Sheffield, Practising Account- 
ant; Glickman, Israel, with Mellors, Basden & Co., 
London ; Goldsmith, Ronald William, with Burnett, 
Swayne & Stothert, Bournemouth; Grove, Leslie 
Henry Godfrey, Comptroller’s Department, Metropolitan 
Water Board, London; Hawkes, John William, with 
Sissons, Bersey, Gain, Vincent & Co., London ; Hem- 
mingfield, Norman Arthur, with Ernest Weston & Co., 
Sheffield ; Hillan, James Joseph Gerard, with Magee, 
Woods & Hillan, Belfast; Hopwood, George Robert, 
with W. H. Payne & Co., London ; Hornegold, Stanley 
Robert Edward, with Viney, Price & Goodyear, London ; 
Ingram, John Kevin Patrick, with Purtill & Co., 
Dublin ; Kent, Victor Alfred Douglas, with J. Hulbert 
Grove & Co., London ; Lindsay, John, with W. Magnus 
Fea, West Hartlepool; Lisle, George, with Herbert E. 
Harwood, Leeds; Mack, Christopher Utrick, with 
Price, Waterhouse & Co., Newcastle-upon-Tyne ; Mal- 
lard, Thomas Leslie, formerly with Griffin & Co., 
Birmingham; Meakin, Harry, with Whinney, 
Smethurst & Co., Manchester; Millar, David Dickie, 
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formerly with Mundy, Brewer & Johnson, Bath 
Moody, Arthur, Chief Financial Officer and Accountan; 
Urban District Council, Ashton-in-Makerfield ; Morroy. 
Joseph Johnston, with James Baird & Co., Belfast 
Mullett, Eric, with Harold E. Clarke & Co., Birming 
ham; Newman, Leonard Thomas, with Hamiltor 
Eddy & Rowand, London; Newsome, John Rayne; 
Borough Treasurer’s Department, Chorley ; Newton, 
Charles George, with Hays, Akers & Hays, London 
Pritchett, George Harry, with Harrison, West, Ledsar 
and Co., Birmingham; Reeves, Cecil William, wit: 
Smallfield, Rawlins, Lindsay, Fynn & Co., London 
Riches, Arthur Frederick, with Nankivell & Sanderso; 
Ipswich ; Riley, Arthur William, with G. H. Atter. 
borough & Co., London ; Riley, George Frederick, wit} 
Bowman, Grimshaw & Co., Blackpool ; Rose, Lawreny 
Digby, with Bright, Grahame & Co., London; Rogs, 
Cecil Frederick (Ross & Roworth), Leicester, Practisin; 
Accountant ; Saunders, Peter, with Saunders, Horto; 
and Co., Cardiff; Scott, Donald Hubert, with Boye 
Welch & Co., Bradford; Sen, Satyendra Nath, M.A 
B.Com., with William Pickles, Manchester; Shack- 
cloth, Harold, Audit Department, Co-operative Whol 
sale Society, Ltd., London; Shankland, Fran) 
Herbert (Alfred Shankland & Sons), Cardiff; Sharp, 
Arthur Cecil, with Thomas May & Co., Leicester 
Shirley, Stanley Douglas, with Herbert Pepper an 
Rudland, Birmingham ; Slocombe, Francis Regina! 
George, with E. C. Condy & Co., Plymouth; Smith 
Henry Francis (Edward S. Goulding & Co.), Liverpoo! 
Smith, Roland Chesterfield, with Spain Brothers & ( 
Chesham ; Stewart, Harold, with Charles O. Nichols 
and Co., Sunderland ; Taylor, Sydney, City Treasurer. 
Department, Coventry ; Thompson, John Grace, wit! 
Wood, Mair & Co., Sunderland; Wallace, Micha 
Kevin, with O’Neill, Barron & Co., Limerick ; Walley, 
Ernest, with Shuttleworth & Haworth, Manchester 
Walton, Ernest, with Wood, Mair & Co., Sunderland 
Whalley, Frederick Eden, with F. Stokes & Rick 
Nottingham ; Williams, Thomas Jones, with J. Lloy: 
Roberts, Caernarvon ; Wilson, Alfred Reuben, Boroug 
Treasurer’s Department, Guildford; Wooldridge, 
Arnold Leonard, with Clarke, Dovey & Co., Swansea 


PERSONAL NOTES 


MR. W. J. O’BRIEN 

Advice has been received that Mr. W. J. O'Bne 
O.B.E., J.P., Incorporated Accountant, Pietermanit 
burg, Natal, has been elected a member of the Senat' 
of the Union of South Africa. 

For many years Mr. O’Brien had been a member ( 
the South African House of Assembly and represente 
Pietermaritzburg, but he did not seek re-election at th 
last election. He was a member of the former Naté 
Parliament, prior to the constitution of the Union “ 
South Africa in 1910. Mr. O’Brien has always active 
associated himself with the public life of South Afn 
in many directions and he has been Mayor of Piete' 
maritzburg. A member of one or other of the Societ! 
three South African Committees for over thirty yea” 
Mr. O’Brien has taken an important part in the devel 
ment of the accountancy profession in South Afn' 
He was one of the promoters of the Nata! Accountat 
Act passed in 1909, which constituted the Natal Societ 
of Accountants and provided for registration for " 
profession in Natal ; the Act still remains in force. — 

The election of Mr. O’Brien to the South Afnc 
Senate will afford pleasure to his fellow members of th 
Society of Incorporated Accountants both in 
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Africa and in Great Britain, where on his frequent visits 
he has been a welcome guest at meetings and functions 
of the Society. 


Mr. C. P. McCarthy, M.Comm., Incorporated 
Accountant, has been appointed by the Government of 
Eire to be a member of the Commission on Vocational 
Organisation. 

Mr. F. F. Kossuth, A.S.A.A., has entered into partner- 
ship, as from January 1, 1939, with Mr. H. J. Sydenham, 
cC.A. (S.A.). They will practise under the name of 
“Sydenham, Kossuth & Co.,”’ at Southern Life Building, 
St. George’s Street, Cape Town. 

Mr. J. N. Brown, Incorporated Accountant, has 
commenced to practise at 10, Princess Square, Plymouth. 

Mr. R. M. Stevenson, Incorporated Accountant, has 
commenced public practice at Colehill, Tamworth, 
Staffs. 

We regret that the name of Mr. John W. Gibson, 
Incorporated Accountant, of Cardiff, was omitted from 
the list of Incorporated Accountants who are Public 
Auditors, given in the February issue of ACCOUNTANCY. 

Mr. L. C. Hawkins, Incorporated Accountant, has 
been appointed Comptroller and Accountant to the 
London Passenger Transport Board, in succession to Mr. 
C.$. Louch, who has retired. Mr. Louch’s father was a 
member of the Society of Incorporated Accountants. 


OBITUARY 


Richard Robson France 

We regret to record that Mr. R. R. France, A.S.A.A., 
died in February 19, at the age of 72. 

Mr. France was a native of Leeds, where he com- 
menced public practice as an Incorporated Accountant 
in 1897, two years after his admission to the Society. 
The firm of Messrs. R. R. France & Co. was founded in 
1922. Mr. France served on the Committee of the 
Incorporated Accountants’ District Society of Yorkshire 
from 1917 to 1925. 

He was a director of Job Day & Sons, Ltd., engineers, 
and of Henry Hadfield, Ltd., box and packing-case 
manufacturers, and until recently he was a member 
of the Committee of the Leeds and County Conservative 
Club. 

James Cradock Walker 

We regret to record that Mr. James Cradock Walker, 
FS.A.A., of Glasgow, died on February 5. Mr. Walker 
was elected a member of the Society in 1913, and was a 
member of the Scottish Council for several years. 
Owing to ill-health he retired from active business 
about three years ago. He was 67 years of age, and is 
‘urvived by a widow and daughter. 


CHANGES 

Messrs. Sidford & Keen have opened a branch office 
at 21, Station Parade, Gerrards Cross, Bucks. 

Mr. Eric Phillips, Incorporated Accountant, 326a, 
King’s Road, Chelsea, S.W., announces that he is now 
Practising under the style of Eric Phillips & Co. 

Mr. A. S. John, Incorporated Accountant, Pontypridd, 
has opened a branch office at 45, Dunraven Street, 
lonypandy.. 

Messrs. Westlake, White & Co., 22, Portland Street, 
‘uthampton, announce that as from February 1, 1939, 


Mar. 2 


Mar. 3 


Mar. 7 


Mar. 8 
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they have taken into partnership Mr. Stanley James 
Clark, Incorporated Accountant. The name and style 
of the firm will remain unchanged. 

Mr. P. O. James, Chartered Accountant, has taken 
into partnership Mr. T. H. Sanders, Incorporated 
Accountant, who has been a member of his staff for 18 
years. The practice will be carried on,at 119, Midland 
Road, Wellingborough, under the style of James and 
Sanders. 

Messrs. Spence, Paynter & Morris, Incorporated 
Accountants, of 6, Wardrobe Place, Doctors’ Commons, 
London, E.C 4, and Messrs. Palmer, Day & Vann, of 
13-14, Little Britain, London, E.C.1, announce that 
they have amalgamated their practices and are carrying 
on under the style of “ Morris, Palmer, Day and Vann ” 
at 6, Wardrobe Place, Doctors’ Commons, London, 
E.C.4. 


EVENTS OF THE MONTH 


Date Place 
Mar. 1. Bradford 


Event 
Lecture, at 7.30 p.m., Ac- 
counting Machines, by a 
representative of Powers 
Samas Accounting Machines, 
Ltd. (with demonstration). 
Joint meeting with Bradford 
and District Chartered Ac- 
countants’ Students’ Asso- 
ciation. 
Lecture, at 6.30 p.m., Com- 
mercial Law, by Mr. Arthur 
Jones, B.Sc. 
Lecture, at 6.15 p.m., Income 
Tax; Allowable Expenses, 
by Mr. E. E. Edwards, M.A., 
LL.B., Barrister-at-Law. 
Lecture, at 7.0 p.m., “ In- 
solvency ; Arrangements for 
Creditors under Deeds of 
Arrangement Act, 1914,” by 
Mr. E. Westby Nunn, B.A., 
LL.B. 
Lecture, at 6.30 p.m., “ In- 
solvency ; Arrangements for 
Creditors under Deeds of 
Arrangement Act, 1914,” by 
Mr. E. Westby Nunn, B.A., 
LL.B. 
Lecture, at 6.30 p.m., ‘* Deeds 
of Arrangement,’’ by Mr. C. 
M. Dolby, F.S.A.A. 
Lecture, at 6.30 p.m., “ The 
Banker and the Accountant,” 
by Mr. W. A. Blackwell 
(Manager, Barclays’ Bank, 
Ltd.). 
Lecture, at 645  p.m., 
“ Auditing as affected by 
Machine Accounting,” by 
Mr. W. McMath, A.S.A.A. 
Lecture, at 6.30 p.m., 
“Claims and Keliefs,”’ by 
Mr. A. B. Carter (H.M. In- 
spector of Taxes). 
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Lecture, ‘‘ Income Tax Sche- 
dule A,”’ by Mr. W. W. Stanley. 
Lecture, at 6.30 p.m., “ An 
Economic Diagnosis,”” by Mr. 
Leo T. Little, B.Sc.(Econ.). 
Lecture, at 6.30 p.m., “ Dis- 
closure in Published Ac- 
counts,”” by Mr. Hargreaves 
Parkinson (Editor-in-Chief, 
Financial News). 

At 6.15 p.m., A meeting of 
Directors to settle Annial 
Accounts, arranged by Mr. 
Cedric N. Walter, F.S.A.A. 
Lecture, at 7.15 p.m., “ De- 
falcations and Falsifications 
I Have Met,” by Mr. F. A. 
Roberts, A.S.A.A. 

Lecture, at 6.0 p-m., 
“ Accounting Provisions of 
the Companies Act, 1929,” by 
Mr. E. Westby Nunn, B.A., 
Li..2. 

Debate with Hull and District 
Chartered Institute of Secre- 
taries Students’ Society. 
Lecture, at 8.0 p.m., “ De- 
falcations and Falsifications I 
Have Met,” by Mr. F. A. 
Roberts, A.S.A.A. 
Dinner, at 6.30 p.m., 
Royal Station Hotel. 
Luncheon and discussion, at 
1 p.m., at Grand Central 
Hotel. 

Lecture, at 6.15 p.m., “‘The 
Practical Presentation of 
Statistical Data,’’ by Dr. A. 
E. Feaveryear. 

Lecture, at 7.30 p.m., ‘‘ The 
Law of Contract,” by Mr. C. 
A. Sales, LL.B., F.S.A.A. 
Lecture, at 630  p.m., 
“ Deeds of Arrangement,”’ by 
Mr. C. M. Dolby, F.S.A.A. 
Dinner of Society of Incor- 
porated Accountants, in 
Guildhall, E.C., at 7.0 p.m. 
for 7.45 p.m. (By kind per- 
mission of the Rt. Hon. The 
Lord Mayor and Corporation). 
Principal guest : H.R.H. The 
Duke of Kent. 

Lecture, at 7.0 p.m.,‘‘ Insol- 
vency ; Assets available and 
not available for Creditors in 
a Bankruptcy,” by Mr. E. 
Westby Nunn, B.A., LL.B. 
Lecture, at 6.30 p.m., “ In- 
solvency ; Assets available 
and not available for Credi- 
tors in a Bankruptcy,”’ by 
Mr. E. Westby Nunn, B.A., 
‘4..B. 


at 


Date 
Mar. 17 


Mar. 20 


Mar. 21 


Mar. 22 


Mar. 


Mar. 


Mar. 


Mar. 31 


Place 
Birmingham 


Newport, Mon. 


Nottingham 


Leeds 


London 


Swansea 


London 


Leicester 


Manchester... 


Norwich 
Liverpool 


London 


30 Middlesbrough 


Southampton 


Newcastle-on- 
Tyne 


Cardiff 


Bournemouth 
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kvent 
Lecture, at 6.30 p.m., “ Cogt- 
ing,’’ by Mr. W. H. Stalker, 


F.S.A.A.  (Students’ Dig 
cussion Group). 
Lecture, ‘“‘An Approach tg 


Economics,” by Mr. N. Cliffe, 
A.S.A.A. (Students’ Society). 
Lecture, at 6.30 p.m., “ Prag. 
tical Income Tax,” by Mr 
C. F. Carlisle, A.S.A.A. 
Lecture, at 6.30 p.m., “ Insol- 
vency Procedure,”’ by Mr, 
David Morgan, A.S.A.A, 
Lecture, at 6.0 p.m., ‘‘Factors 
in Efficiency in Industry and 
Commerce,’’ by Professor N, 
I’. Hall, M.A. (Director of the 
National Institute of Econo- 
mic and Social Research). 
Students’ Section Group 
Discussion, at 6.30 p.m. 
Lecture, at 6.15 p.m., “ Ex- 
change Equalisation Ac 
counts,”’ by Mr. J. C. Rea 
Price (City Editor of the 
Star). 

Lecture, at 6.0 p.m., “ Prac 
tical Points in Company 
Work,”’ by Mr. W. J. Back, 
F.S.A.A. 

Students’ Annual Meeting; 
followed by Mock Insolvency 
Meeting, at 6.30 p.m. 
Annual Dinner. 

Lecture, at 6.15 p.m., “ De 
falcations I Have Met,” by 
Mr. C. Tunnington, F.S.AA 
Lecture, at 6.15 p.m., “ The 
Relation of the Auditor 
the Office Organisation in @ 
Commercial Concern,” by Mf. 
J. J. Elsden, A.S.A.A. 
Lecture, at 7.0 p.m., “ Insok 
vency ; Proving for debts i 
Bankruptcy and Compaiy 
Liquidation,” by Mr. & 
Westby Nunn, B.A., LL.B. 
Lecture at 7.15 p.m., “ Estab 
lishment Charges; theif 
Components and Methods of 
Allocation,” by Mr. Percy 
Walker, F.S.A.A. 

Lecture, at 6.30 p.m., “ Insob 
vency ; Proving for debts @ 
Bankruptcy and Compaiy 
Liquidation,” by Mr. & 
Westby Nunn, B.A., LL.B. 
Annual Dinner at Whitehall 
Rooms, Park Hotel, Cardiff 
Lecture, at 8.0 p.m., “ Esta 
lishment Charges ; 
Components and Methods of 
Allocation,’”’ by Mr. Percy H. 
Walker, F.S.A.A. 
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